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MUTUAL SECURITY ACT OF 1958 


TUESDAY, MARCH 4, 1958 


Hovusr or REPRESENTATIVES, 
CoMMITTEE ON ForEIGN AFFAIRS, 
Washington, D. C. 

The committee met, pursuant to adjournment, in room G-3, 
United States Capitol, at 10:45 a. m., Hon. Thomas E. Morgan 
(acting chairman) presiding. 

Acting Chairman MoreGan. The committee will come to order. 

We have a continuation of hearings on the Mutual Security Act 
for 1958 which makes authorizations for the fiscal year 1959. 

Our witness this morning is the Honorable James H. Smith, Jr., 
Director, International Cooperation Administration. 

Mr. Smith, you have a statement? 

Mr. Sniru. Yes, sir. 

Mr. Vorys. Mr. Chairman, I think this is the first time Mr. 
Smith has appeared before this committee. I do not know whether 
we need a full biography from him, but I want to mention that he 
was checked out for his solo flight by Charles Lindbergh, served in 
Naval Aviation in World War II, which, as you know, was the 
service that won the war, and was later Assistant Secretary of the 
Navy for Air. Therefore, he comes to this agency qualified to pilot 
ICA to victory. 

Pardon me. 

Mrs. Keutiy. He is not from Ohio? 

Mr. Vorys. No, he is from my old service, Naval Aviation. 


STATEMENT OF HON. JAMES H. SMITH, JR., DIRECTOR, INTER- 
NATIONAL COOPERATION ADMINISTRATION 


Mr. Smiru. Mr. Vorys and I were educated in the same service 
which may have some bearing on his remarks. 

Mrs. Bourton. I go back a great deal further in his life. I went to 
school with his mother. 

Acting Chairman Morean. Go ahead, Mr. Smith. 

Mr. Smitu. Thank you very much, Mr. Chairman. 

This is my first opportunity to appear before this committee and I 
am very glad to have this chance to discuss the economic aspects of 
the mutual security program. 

I took on the assignment of Director of the International Coopera- 
tion Administration with the conviction of the essentiality of the 
program in achieving peace and security. I agree with many others 
that the task with which the International Cooperation Administra- 
tion is charged is perhaps the most challenging, and at the same time, 
most rewarding, that has ever been undertaken. 
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This task is to develop a mutually supported deterrent to the spread 
of international communism and to work with the newly developing 
nations to effect a measure of economic growth to support their politi- 
cal independence. 

Our objective, however, cannot be achieved by money alone. It 
requires the skill and thoughtful understanding of many people. Our 
concern with material progress must be balanced by our recognition 
that the individuality and dignity of man is of utmost importance. 

In addition to hunger and the need for supply of material things, 
there is an unending thirst among all men for useful knowledge. In 
the United States there is a great store of knowledge and we must 
help make it available to the newly developing countries until such 
time as they have their own institutions equipped to meet their needs. 

Unless we continue our efforts to meet both the economic problems 
and the need for knowledge—essential steps toward a positive peace— 
we will see a world progressing from military budgets of millions to 
billions to an accumulation of trillions—just as it has progressed from 
bombs measured in pounds to tons to kilotons to megatons to 
multimegatons. 

Our country has become the leader of the free world and must seek 
out constructive solutions. The mutual security program has accom- 
plished much in this direction and because it is the principal United 
States agency in this field, it should be supported in every reasonable 
way to do the job more effectively. 

in my few months as Director of ICA, I have concentrated on the 
methods and the effectiveness with which the task has been carried out. 
I had heard criticisms of the operations and achievements of the pro- 
gram. In comparison with private business operations and other 
Government programs I have known, I have been particularly inter- 
ested to note the degree of conservation and concern for detail with 
which ICA has carried out its task. 

I believe that rather than being too hasty and ill advised, as some- 
times charged, the economic program has been, if anything, too 
cautious. The achievement of overall objectives has sometimes 
suffered in the effort to avoid operational or technical mistakes. 

However, to indicate the overall effectiveness of the program and 
the problems we face, I wish to give you a picture of the situation in 
five representative countries where we are conducting programs. 

Korea was significant from the standpoint of economic progress. 
This small country with a population of 22 million maintains the 
second largest army in the free world. It has suffered for several 
years all the economic ills which such an effort calls for, as well as 
those attributable to the destruction left by the war. 

However, after 3 successive years of rampant inflation which saw 
price indices rise 40 percent or more annually, in 1957 not only did 
prices hold steady, but in some commodities such as food and clothing, 
vitally important to the people, prices actually declined slightly. 

This is significant progress which can be attributed to the adoption 
by Korea of a more conservative fiscal and monetary policy, a real 
increase in per capita production of 12 percent, and a bountiful rice 


crop. 

Phis constitutes substantial evidence not only of the beneficial 
results of United States assistance but, more importantly, of the fact 
that the Republic of Korea is doing many things for itself. The 


MUTUAL SECURITY ACT OF 1958 383 


Government is now benefiting from soundly applied economic princi- 
ples and shows every indication of determination to continue the sacri- 
fices needed to sustain improvement. This is a good example of 
self-help stimulated by the program. 

Yet Korea’s economy, burdened by the requirement to face a large 
and ready military force, a still very inadequate agricultural and indus- 
trial production, scarcity of arable land and other known natural 
resources, unfavorable climate for private investment, and lack of skills 
and managerial ability, still requires substantial external aid and 
technical assistance. 

The second is Spain. In Spain ICA programs have made important 
contributions both to the betterment of the Spanish economy and to 
our base complex in Spain. With some improvement in their own food 
production, supplemented considerably by United States surplus 
agricultural commodities, the Spanish people are today eating more 
and better food than they have at any time in the last 20 years. 

Electric power production and distribution, aided by $35 million in 
defense-support financed generating and transmission equipment, has 
been greatly improved. 

In the last 3 years alone power consumption has grown by 42 percent 
and power losses due to poor transmission facilities have been reduced 
from 25 percent to 18 percent. United States financed highway equip- 
ment, after widening, leveling, and wherever necessary, bridging 190 
miles of access roads to the joint air and naval bases, are now h dping 
to improve other Spanish highways. 

The same is true for United States financed railway equipment, 
which in the first years of the program was concentrated on strategic 
lines, and is now also being used to improve ore-carrying lines in the 
Northwest important to Spain as means to carry a vital foreign- 
exchange-earning commodity to market. 

Spain is faced, however, with continuing serious inflation, with short- 
age of foreign exchange ‘and unsatisfactory economic growth. The 
United States interest in completing and maintaining its military bases 
in Spain requires for the time being continuing United States assistance 
which, if supplemented by a concentrated effort on the part of Spain 
herself, should bring satisfactory results. 

Faced with a severe and steadily worsening financial crisis late in 
1956, the Government of Bolivia requested the United States to assist 
it in a stabilization program designed to put its economic house 
in order. 

In response to this request, ICA, together with the International 
Monetary Fund and the United States Treasury, participated in 
December 1956 in the creation of a monetary stabilization program 
backed by joint contributions. Supported by the majority of Bolivia’s 
population, dramatic results have been achieved in the comparatively 
short period of 15 months; the exchange has been reformed; the 
budget, tax, and tariff systems have been overhauled; Government 
expenditures have been regulated so as to forestall inflationary central 
bank financing; and all economic controls, except for a temporary wage 
and salary freeze, have been removed. 
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With the advent of a greatly improved economic climate, contra- 
band and black-market activities stopped; agricultural production has 
risen; prices have dropped and, most important of all, the investment 
climate has improved notably. Outstanding in this latter field is the 
formulation of a petroleum code, under the direction of a consultant 
financed in part by ICA, which has resulted in the entrance of foreign 
oil companies, mostly United States, into the exploration and produc- 
tion of Bolivian oil. It is estimated that the dollar investment in this 
sector of the economy alone will amount to about $230 million by 
1962. Other United States companies whose interests lie in mineral 
exploitation are preparing to enter the Bolivian economy. 

In summary, one can say that a significant start toward economic 
stability has been made in Bolivia, and the United States should con- 
tinue to cooperate sympathetically with this country in its continuing 
struggle toward economic self-reliance and self-improvement. 

In Turkey our aid program has had some success yet is faced with 
particularly difficult and serious problems. Since 1948 industrial 
production has increased 86 percent. 

GNP is rising, though not far outstripping growth in population. 
Agricultural production capacity has been increased sharply though 
crops are now plagued by inadequate rainfall. New mineral resources, 
a road network, and electric power capacity have been substantially 
developed. 

Yet Turkey is faced with inflation, foreign debt is soaring, productive 
capacity has serious imbalances, and ability to import has been drastic- 
ally cut. Economic aid and Public Law 480 play an increasingly 
important role in meeting essential import requirements. 

This is a crucial period for Turkey’s economy. Serious deteriora- 
tion threatens. The mutual security program must help Turkey 
meet this threat and work toward a stable currency and a well-balanced 
additional growth of their productive capacity. 

With United States assistance, Pakistan has been able to carry out 
the mutually agreed defense programs, increase the rate of capital in- 
vestment moderately over the past year, and import sufficient com- 
modities to keep its small industrial sector running and maintain an 
adequate food supply. 

However, Pakistan’s problems are far from being solved. Popula- 
tion increases 1 million each year. Industrial production is extremely 
low. Food consumption per person is still one of the lowest in the 
world. The economy is struggling under the burden of defense ex- 
penditures in excess of $200 million equivalent annually, government 
development expenditure is estimated to exceed $200 million equiva- 
lent this year, and the need for food grain imports is at the rate of 1 
million tons annually. 

Over the past 2 years the United States has covered about two- 
thirds of food grain import requirements through Public Law 480 
sales. Foreign exchange reserves were nevertheless drawn down by 
$41 million (out of an available $373 million) during the last 6 months 
of fiscal year 1957, and the trend has continued during fiscal year 
1958, with a loss of an additional $41 million during the first 6 months. 
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This lack of foreign exchange has restricted total investment ac- 
tivity and reduced the effectiveness of plans to use foreign and do- 
mestic resources for additional development. Self-sufficiency in food 
will be difficult to regain. It is unlikely that the present rate of de- 
velopment expenditure will expand production sufficiently to support 
even existing standards of living for the growing population, let alone 
support increased consumption or permit decreased reliance on ex- 
ternal assistance. Yet even present rates of development expenditure 
cannot be continued in the absence of assurance of sufficient external 
aid. 

This review of these countries shows considerable success on the 
economic level, but there still remain serious problems with which we 
must contend. In this connection, I want to make two separate 
points. , 

First, I have not referred to our political and military objectives 
and accomplishments in this review. In each case they have been 
considerable but I know that your committee has heard and will hear 
other witnesses on this and that insofar as the ICA is concerned your 
interest is in a good job done in the economic field. 

The second point, and of importance in evaluating the effectiveness 
of our program, is what we spend our money on. Currently, about 
two-thirds of United States aid is in the form of furnishing com- 
modities and so-called nonproject items. 

The importance of this aid cannot be overestimated. It has been 
the critical factor that has enabled many countries to maintain large 
military establishments and to undertake other defense tasks which 
are of great significance to our mutual security. It has also, by sup- 
plementing their already overtaxed local resources, enabled these same 
countries, and many others as well, to deal successfully with difficult 
problems which were threatening their political stability, such as 
severe inflationary pressures, the influx of large numbers of refugees, 
natural disasters, and foreign exchange shortages, and to finance 
some of the essential elements of their programs of economic 
development. 

Now, with regard to some of the projects that we have undertaken. 
It is significant that the Communist ne has concentrated its efforts 
on projects with an immediate and dramatic impact such as paving 
the streets of Kabul or building a stadium in Rangoon. United 
States projects on the other hand are usually more long-term and are 
designed to develop the economic growth of the recipient country. 

Possibly it would have been wiser to select some projects that would 
have had more immediate and visible effect on the public, but it is 
questionable whether they would have been as sound from the eco- 
nomic point of view. 

Here are three projects which illustrate this point as well as giving 
some idea of what our success has been. 

1. In Turkey, one of the chief obstacles to progress was the difficulty 
of getting agricultural products from the farm to the consumer, and 
getting consumer goods—both imported and locally manufactured— 
to the towns and villages. 

To meet this problem, the United States embarked upon a coop- 
erative road construction program with Turkey. The total road 
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mileage has been increased from 9,000 miles to approximately 17,000 
miles. This includes both a national primary road system, and a 
farm-to-market system which connects with the national roads. 
This means that large numbers of villages hitherto isolated, especially 
in eastern Turkey, have been brought into the trade and national life 
of Turkey. ‘These roads are also of importance to the defense system 
of Turkey. 

In the process, 2,800 personnel employed by the Turkish Directorate 
of Highways have been receiving on-the-job training; nearly 100 
engineers and management personnel have received training in the 
United States; the Directorate of Highways has reached a high level 
of efficiency both in maintenance and planning of highways. Per- 
sonnel are beginning to come from other countries in the Near East, 
and even a few from the Far East, to receive training at the Directorate 
of Highways. 

The Directorate has reached the point at which it can proceed 
under its own power, both financially and personnelwise. 

All United States personnel will be withdrawn during 1958. 

2. One of the obstacles to progress, and a potential politically 
explosive factor in many underdeveloped countries is the concentra- 
tion of landownership in a small group of people; the ordinary indi- 
vidual farmer does not have the opportunity to advance from the 
status.of sharecropper to ownership of his own land. 

In Taiwan, one section of the work of the Joint Commission on 
Rural Reconstruction was addressed to this problem. 

This program which altered the pattern of farm ownership and 
landlord-tenant relationships in Taiwan included three major phases: 
(1) rent reduction, (2) sale of public land to tenant farmers, and (3) 
sale of privately owned holdings to tenant farmers beginning in 1953, 
financed by the Government by the issue of stocks and bonds. 

The Government was aided in its efforts by the United States 
assistance to the Joint Commission on Rural Reconstruction, which 
played a key role in bringing about these reforms. The Commission 
made recommendations of methods of checking and bringing up to 
date the land records. It helped draft the necessary legislation. It 
also helped train the thousands of persons who carried out the program. 

As a result of the program, more than 300,000 tenant farmers were 
benefited from reduction of farm rent; and 320,000 tenants became 
owners of former public and private lands. The percentage of tenant 
farmers decreased from 36 percent to 19 percent of total farmers. 

The Joint Commission is still providing a small amount of technical 
and financial assistance, but its activities in this sector were substan- 
tially completed in 1956. 

3. In Vietnam, another project, or really a series of closely related 
projects, involved assistance to the Vietnamese Government in the 
migration and resettlement of well over 500,000 persons from com- 
munism in North Vietnam who poured into South Vietnam to stay 
in the free world. 

The United States Navy, reimbursed from MSP funds, transported 
the bulk of these refugees. ICA helped build more than 40 reception 
centers to provide temporary facilities for shelter and care for these 
people. We worked with the Vietnamese Government in selection of 
permanent resettlement sites, furnished hand tools and housing mate- 
rials with which the self-reliant refugees themselves built their new 
homes. 
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We provided thousands of water buffaloes and oxen to help the 
refugees work their new land. We provided funds to help construct 
roads, irrigation canals, and meet other basic needs of these 500,000 
people, who refused to live under a Communist regime. 

Those who have visited the permanent resettlement villages agree 
that the American people can feel proud of our effort in this project. 
This was a job of great magnitude equivalent to resettling all of the 
inhabitants of a city the size of Cincinnati in a previously unoccupied, 
uncivilized land. Yet the American people have very little knowledge 
of this accomplishment. 

I now wish to refer to some of the substantive and administrative 
changes that have been put into effect in the program: 

(1) The procedures relating to the use of United States universities 
in the program have been considerably improved in the last year. 
Our 55 contracting universities agree that this will lead to a greater 
vigor in the educational field. 

(2) We are increasing the use of schools and universities overseas 
and planning to increase their capacity to assist in urgently needed 
education in the newly developing countries. 

(3) We have revived the foreign scientists program under which 
many distinguished scientists will come to this country, and it is my 
hope that from some of these we will receive clues as to possible solu- 
tions of some of the world’s problems. 

(4) We are sending out a small task force of businessmen to see how 
we can make better use of accumulated local currencies and we are 
imposing checks to assure use of local currencies in lieu of dollars 
where possible. 

(5) We are looking to third countries for technicians who have 
special abilities and for training facilities. This is another effort to 
use all available assets but without disruption or competition with 
other countries’ plans. 

(6) Under the new Executive order, there has been a clarification 
of the chain of command in order to make our economic programs 
more responsive to foreign policy at the same time allowing for the 
concentration of ICA in the economic field. 

(7) The employment status of our personnel overseas has been 
improved, so that they have a more reasonable sense of security and 
continuity and are better able to carry out their jobs. 

(8) A program of special training of mission directors has been 
instituted. 

(9) A substantial step has been taken in improvement of the ICA 
contracting process by the establishment of a separate Contract 
Relations Office which in turn has already completed in large part 
the standardization and simplification of procedures. 

(10) We have instituted a system of manpower requirements and 
availabilities analyses to be used as an essential factor in determining 
the feasibility of and in designing projects. 

(11) We have strengthened procedures to help insure accountabil- 
ity for the use of assistance. Within the limits of administrative 
funds available the number of end-use checkers have been increased. 
The total dollars recovered in refunds for improper use and Pee to 
proper use through January 31, 1958, is some $375 million. ‘This is 
tangle evidence of prompt and effective fiscal control of which the 
public is generally unaware. 
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These, then, are the steps now under way toward improvements in 
the operations of the economic mutual-security programs. I have 
devoted much of my time in emphasizing the need for improvement 
taking particular cognizance of constructive criticism. 

One of our difficulties is the many changes in the form of the agency 
and the methods of carrying out the program. In addition, there is a 
continual cry for something new and dramatic. This to me implies 
that either the present methods are not adequate or that the program 
Congress has authorized is tougher than any of us thought. 

I am a firm believer in new ideas but there is no push-button method 
which will replace basic economic principle. We must follow proven 
lines rather than jumping from one idea to another. 

We should consider what has been successful and not put ourselves 
in a position that implies—wrongfully, I believe—lack of firm policy 
and acting ad hoc in respect to specific criticism. The Soviet entry 
to this field should give us some assurance that it, at least, can see the 
successful results of the United States effort. 

A few weeks ago we issued our most up-to-date information on the 
Soviet bloc economic-aid program. We recognized that some would 
attack this as a device to squeeze out more funds for mutual security. 
We do not do business this way. We would have been delinquent if 
the information had been withheld. 

This Soviet economic program is an important fact and it must be 
given due weight in the formulation of our policies. The Soviets have 
revealed a large and apparently highly effective apparatus. The 
administration of Soviet aid is of particular significance to the opera- 
tions of ICA. This aid is evidently expertly handled. 

Large numbers of Soviet nonmilitary technicians and other per- 
sonnel are in the field. We have made some comparisons between 
the numbers of United States and Soviet personnel in 11 countries. 
In these countries there are a total of 2,570 Soviet personnel compared 
with 1,890 United States. Of these, 1,375 on the Soviet side were 
technicians comparing with 1,035 for the United States, the remainder 
being diplomatic, consular, and administrative support personnel. 

These Soviet technicians are evidently excellent—with generally 
thorough professional training, careful country briefing, often language 
ability, and they are prepared to live and work under austere con- 
ditions. 

In the past year, well over 2,000 technicians, professionals, and 
students from less-developed countries have gone to the bloc for 
special courses of study or for observation of bloc techniques of plan- 
ning and production. 

Five hundred have enrolled in universities or other high-level 
educational institutions. India has sent 125 nationals to the U.S.S. R. 
for training in connection with the Bhilai steel mill, and the total 
training program in both the U.S. S. R. and India for this project will 
involve 5,000 Indians during 1957 and 1958. 

Czechoslovakia, Poland, and East Germany have been the most 
active of the satellites in extending scholarships to students and 
technicians for technical training. Indonesia has sent 45 students to 
these countries, while Syria will send students to Czechoslovakia and 
Poland. 

As I have already indicated, Soviet economic aid points up the 
importance they have given our mutual-security program. ‘To us the 
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Soviet challenge means that we should continually seek better methods 
to accomplish the purposes of the mutual-security program. 

This brings me to the subject of the criticisms of the program that 
have been circulated particularly in the past year. The committee 
has put most of these criticisms in the form of a series of questions 
and has asked that ICA respond to them with the facts. Some of 
these, as you know, are based on charges that have been recorded for 
some time and the agency has already supplied answers. 

However, in an endeavor to give the committee the full facts, I 
requested a review of every one of the questions and where necessary 
that confirmation from our missions overseas be obtained. 

This job has not as yet been completed—we received 12 more items 
over the weekend, but I have brought with me a number of the items 
that have already been completed. 

Mr. Chairman, I can interrupt this and discuss some of these items 
with you at this time, or we can submit the completed work in about 
a week, whichever way you feel is the better way of handling it. 

Acting Chairman Morcan. We would rather you complete the 
work. 

Mr. Smitu. Then I will go on with the prepared testimony and 
we will send in the complete set of answers to all of the criticisms and 
be prepared to testify at greater length if you desire, at that time. 

Regarding these criticisms, I wish to make two points. 

(1) There is a greater need for fuller public understanding of the 
concept of mutual security. Only such an understanding can provide 
the foundation necessary to make this program effective in foreign 
countries. The criticism of the administration of the projects should 
not be confused with the concept itself. 

(2) We are here earlier this year to permit closer scrutiny of the 
program by Congress and the public. We welcome an interchange of 
constructive ideas concerning the administration of the program. 

We need the ability to move fast, imaginatively and effectively to 
meet changing situations in this troubled world. The Mutual Se- 
curity Act has provided the framework for considerable flexibility 
through section 401 in conjunction with the contingency fund which 
we are again proposing. 

But to be quick on our feet is not only a question of statutory 
authority. It is a question of management and the abilities of our 
public servants to act effectively under constantly changing circum- 
stances. This I believe to be the heart of our operational objective— 
flexibility, thoughtful ideas put to effective, responsive use. It is not 
enough just to ‘‘meet”’ the Soviet “challenge.’’ We have the initiative 
and we must keep it. 

We should use all assets—increase the participation of private 
enterprise—to utilize the resources of other countries in the free world 
for economic development. 

Careful study is being given various proposals arising from the Time- 
Life-Stanford Research San Francisco conference on world trade and 
economic development. 

Senator Monroney’s proposal for an international development 
association under the World Bank may well generate an excellent 
supplement to the Development Loan Fund, both using where possible 
local currency balances arising from the mutual security program and 
Public Law 480. 
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Several countries, including Germany, the United Kingdom, and 
Japan, are under taking economic aid programs. The Colombo plan 
continues to give important developmental assistance. Also, the 
proposed expansion of United Nations technical assistance would 
bring forth resources from highly developed countries. 

In the conduct of their aid programs the Soviets provide training 
for their technicians not only in their technical fields but in foreign 
languages. We must emphasize language training for our overseas 
personnel. We are starting from scratch in most of the newly devel- 
oping countries. This is a serious deficiency except in the Latin 
American countries where by now more than half our people are con- 
versant in Spanish or Portuguese. 

We expect to increase the use in our technical cooperation program 
of technicians from other countries. This should ease some of our 
recruitment problems by employing people with particular language 
competence and local familiarity, and provide further evidence of our 
desire to make this a truly free world mutual security effort. 

I have been particularly concerned about the ever-increasing bal- 
ances of local currencies accruing from the mutual security program 
and Public Law 480. Mr. Dillon has described to you the nature and 
dimensions of this problem. These currencies cannot solve the foreign 
resources needs of a country, but they can do much toward bolstering 
the local economies. I have recently appointed a team of business- 
men to study better utilization of these currencies. 

Special reference should be made to our increased emphasis on 
programs in the fields of science. For the last 4 years the National 
Academy of Sciences, under contract with ICA, has administered a 
scientists research project. 

About 200 scientists from Europe have been given an opportunity 
to exchange knowledge by working for 1 or 2 years at appropriate 
institutions in the United States. We are now extending this con- 
tract for another period and are expanding it to worldw ide coverage. 
We hope that during the next 12 months an additional 150 scientists 
will come to the United States for research work from Europe, Asia, 
Africa, and Latin America. 

As regards the specific content of our fiscal year 1959 proposals, 
the ICA regional directors will be going through the program with 
you region by region in later sessions. 

Mr. Ohly will be giving you more detail this afternoon on the 
concept and content of the categories of aid. Mr. Dillon and Ambas- 
sador McIntosh will discuss with you the Development Loan Fund. 

I should like, however, to make one point regarding the Develop- 
ment Loan Fund. We are proposing incor poration of the Fund. The 
Fund will constitute an integral part, an important tool, in the mutual 
security program. The coordination between ICA’s operations and 
the Fund will continue to be intimate, not only through its board of 
directors, but in the day-to-day activities and decisions of our staffs. 
In the field the Fund will operate through United States embassies, 
calling on them for negotiations with the governments and on ICA 
personnel for technical and economic data and judgments. This will 
avoid duplication and insure consistency in the conduct of all economic 
aspects of the Government’s programs abroad. 

W Ve are asking for $33 million for the general administrative expenses 
of ICA during fiscal year 1959. As explained in the nonregional vol- 
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ume of the presentation book, this compares with about $30.5 million 
of the funds appropriated last year under authority of section 411 (b)— 
an increase of $2.5 million. 

We feel this increase is essential to maintain and provide minimum 
improvements to our operational abilities such as I have discussed 
earlier. 

The increment relates specifically to— 

(1) More thorough personnel training; 

(2) Some new positions; 

(3) A projected net increase in man-year employment under 
presently authorized positions, providing fuller manning of key 
positions and staff for new locations currently being opened; 

(4) Increases in rent and utility costs here and in some locations 
overseas; and 

(5) Increases in State Department support and participating 
agency costs. 

It is expected that the ratio of staff to operating personnel will be re- 
duced, action to be based on an analysis now being made of mission 
staffing patterns. 

Now, I should like to provide the committee with summary financial 
information for the nonmilitary portions of the mutual security 
program. 

This follows on the next page in tabulated form. If you do not 
mind, I will not read that. I will read the text and then we can go 
back to the tabulation if you like. 

Acting Chairman Morgan. Very well. 

(The tabulation referred to follows:) 


Economic assistance programs, status of funds 
[In millions of dollars] 


FISCAL YEAR 1958 














Obligations: 
Now anmmonrietions .. .... nj -<o0spnereen+ncdlbctshehehtnebilos+ene $1, 428. 8 
Unobligated prior year funds reappropriated or otherwise continued 
re ee eee ae ee Le bike dtd caantata abe de 225. 4 
Anticipated transfer from military assistance_...........-..----. 30. 0 
Reimbursement anticipated__............--.---- (a4QAseedne 1.4 
SOUR RVEIIAEO £OP COIR 6 nis ages ecg once paainoeunsasGhben 1, 685. 6 
Obligations, July 1, 1957—Jan. 31, 1958_..._...--..------ $556. 0 
Estimated obligations, Feb. 1, 1958-June 30, 1958_.___-- 1, 018. 0 
— 1,5740 
Estimated unobligated, June 30, 1958......--....-------.---- 111. 6 
Expenditures: 
Total available for obligations_................-.-..------.-..- 1, 685. 6 
Prior years’ funds obligated but unexpended_._.-......--.-.---- 1, 664. 8 
Total available for expenditure... ce ee cle 3, 350. 5 
Actual expenditures, July 1, 1957-Jan. 31, 1958___..-___-- $862. 0 
Estimated expenditures Feb. 1, 1958-June 30, 1958_..__--- 653. 0 
1, 515. 0 


Estimated unexpended, June 30, 1958......-.-...-.-.....---- 1, 835. 5 
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Economic assittance programs, status of fund—-Continued 
[In millions of dollars] 


FISCAL YEAR 1959 


Obligations: 
mew sarpranrintzons woduested, oo 222 eee ee et $2, 142. 1 
Unobligated prior year funds reappropriated or otherwise continued 
I un opin cones Ghide Ud MER Sat oad 100, 1 
Total unobligated available for obligation...........-.-.-.___- 2, 242. 2 
Estimated obligations fiscal year 1959__......._---_-__-_---___ 2, 017. 2 
Estimated unobligated fiscal year 1959.__..._.__..._._---- __-. 1 225. 0 
Expenditures: 
New appropriations requested AEE ais Sie Sean him Onis ema eae 2, 142. 1 
Estimated prior years’ unexpended funds obligated or continued 
NS ign eile niniwekinndioen Gob en cam wolak wae oecver 1, 824. 0 
7 Cena 2or STpendiuere. o.oo on eine wee 3, 966. 1 
Estimated expenditures fiscal year 1959_..___-.--_--------.---- 1, 677. 6 
Estimated unexpended June 30, 1959____......-._.---_-_-_- 2, 288. 5 
Increase unexpended balance close fiscal year 1958 to fiscal year 
ee en ee ek ede edb cpl ew eunre +s aks dehne wen 2 453. 0 


1 All Development Loan Fund. 
2 Development Loan Fund, 450; others, 3. 


Mr. Situ. The committee will note there is an expected increase 
in unexpended balances of about $453 million between June 30, 1958, 
and June 30, 1959. This is accounted for almost entirely by the 
Development Loan Fund for which an appropriation of $625 million 
is requested but only $175 million is expected to be advanced to 
borrowers. 

Advances from the Fund should be expected to be low in relation to 
the fiscal year 1959 request in view of the long-term nature of the 
Fund and the relative newness of the Fund obligations. 

I should also like to indicate our Fund’s status at this time from a 
programing standpoint. The executive branch presented to the 
Congress requirements for nonmilitary programs in fiscal year 1958 
totaling $2,134 million. This included a request for contingency 
funds totaling $200 million to cover requirements which were not 
firmly programed at that time. 

The Congress provided a total of only $1,654 million to meet these 
requirements, thereby leaving unfunded a total of $480 million. 

Of this amount, funds provided for the Development Loan Fund 
were reduced $200 million below the executive branch request and 
funds requested for other programs were cut by $280 million. 

The reduction of $280 million required, as a minimum, a reduction 
of $80 million in program requirements, which were firmly identified 
in the request, assuming it were possible to completely eliminate funds 
requested for contingent requirements which could be expected to 
develop. 

Since that time, it has been necessary to finance new or additional 
requirements not specifically programed in our request totaling 
approximately $114 million. 

In addition, we now know of further new requirements which are 
expected to need financing this fiscal year totaling $36 million. 

To meet these requirements, it has been necessary to reduce pro- 
gram requirements presented to Congress last year by a total of $200 
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million and to provide for the transfer of $30 million from military 
assistance funds, thereby reducing the amount available for military 
programs. 

Recapitulation, fiscal year 1958 


{In millions of dollars] 





Funds requested___ - magne sip ly ae oe Senn dons epee eye _.. $2, 134 
Funds made available___- ets Ane See Fe pig pe nts _ 1, 654 
Reduttion.§ ci «-jaxas> =04 bok sha tneldncltrd ed ~ege ey cones 480 
Deduct: 
Development Loan Fund reduction___._ ~~ _- Ze nan ae 
Contingency fund (unprogramed)-_ Br _...... —200 
Deficiency in programed accounts _ - - -- Jk 4aLALOId- siLd-_ cee Led 80 
Add: 
New requirements already financed but not programed in the fiscal 
WORE CHOW WIONNE. oc 6 on cewracnece nese ee oe 114 
New requirements to be financed but not programed in the fiscal 
year 1056 reduest.o4- s.c.esbu is. oobi. lla. WOR ies. SEG 36 
Total presently known requirements in excess of funds available_. 230 
Subtract anticipated transfer from military assistance wah ieee eal — 30 
Program reductions necessary _.......-------------_-2L---- 200 


We have made these program reductions in as judicious a manner 
as possible in order to minimize their effects on United States objec- 
tives. It has generally been possible to meet, therefore, those situa- 
tions demanding immediate attention. Where activities could be 
deferred with a minimum of immediate impact on our objectives, 
they have been deferred. 

It has been necessary, however, to make substantial reductions in 
some of our most important defense support programs as follows 


Defense support 
[Millions of — 








Fiscal year Fiscal year 
| 1958 congres- 1958 pro- | Reductions 

sional] pre- grams ap- | 

sentation proved | 

| | 
Korea_..._- CRSAAR SESS he ao ee Se eee See 270 215 | 55 
Vietwam........... ‘4 oagebate delete ddkp etna 225 175 | 50 
Cambodia. . dsstber seeks gs aw bubvades p 30 | 24 | 6 
China (Taiwan) _- ‘ eaicaeail ; iakipnieiian 68 | 57 | 11 
Turkey-.-. ; “3 Lidicus Lh addbebns baben al 75 | 70 | 5 
| ES TSF ae ice eee al ; ah 60 50 | 10 
REG in ddintaidcvickee isaabin ie thalbuaioietde 172 | 138 | 34 
baa 2s aie gil 900 | 729 | 171 

! 








The remaining reductions of $53 million affected technical coopera- 
tion, special assistance, and other programs. 

Time alone will tell what the consequences of these reductions will 
be. At this point with a third of the fiscal year remaining we find 
ourselves with all funds programed. If additional requirements arise 
between now and June 30, 1958, we will be able to meet them only by 
additional cutbacks of planned programs with consequent reper- 
cussions. 

Mr. Murphy, the Controller of ICA, is with me this morning to 
answer any further questions on the financial status of the program. 


21862—58—pt. 32 
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Possibly you would want to go back to page 20 and go over the 
table. 

Acting Chairman Moraan. Thank you, Mr. Secretary, for your 
excellent statement. 

This is your initial visit to the committee. We operate here under 
the 5-minute rule and each member has 5 minutes in which to interro- 
gate you. 

Before we go under the 5-minute rule, are there any specific ques- 
tions on any of these tables that any member wants to ask? 

Mr. Jupp. Mr. Chairman, I would like to make a suggestion, 

Mr. Smith offered at one time to discuss these criticisms. The 
biggest handicap this program has are these criticisms. They have 
been given publicity all over the United States through every medium 
of communication and I think there is no more profitable operation 
this committee could engage in than to have him discuss these criti- 
cisms in public right now. 

Maybe we can get some of the answers publicized too. People are 
not going to read your written answers. They will not hit the head- 
lines the way the criticisms do unless we discuss them publicly. 

Acting Chairman Morean. Dr. Judd, we expect to have Mr. Smith 
back again. The ICA has not completed their answers to the list of 
questions. I believe, Mr. Smith, you have 12 questions upon which 
you have not completed the answers. 

I thought maybe we could handle them all together 

Mr. Jupp. Very well. 

Mr. Vorys. Mr. Chairman, I intended to interrogate him on this 
and I will, unless I am stopped, but I agree with Mr, Judd. 

As I understand it, Mr. Smith, instes ad of swee ping criticisms under 
the rug, has analyzed 69 of these criticisms, wholly aside from any 
request from our committee, and has an analysis, with comments on 
typical criticisms, which he could give us at this time. It seems to 
me that this is the time to do it. 

Acting Chairman Morean. The Chair is not going to stop any 
member from asking Mr. Smith any question on any criticism, but I 
thought it would be better to bring them up all at one time when they 
had completed preparing their answers. 

Mr. Smith, have you read the Hardy report? 

Mr. Situ. Yes, sir, I testified before the Hardy subcommittee. 

Acting Chairman Morean. In the first paragraph of the Hardy 
report, under the conclusions reached by the subcommittee: 

1. The definition of defense support, the largest single element in the mutual 
security program other than military assistance is interpreted so broadly by the 


executive branch that it is virtually impossible to determine whether or not an 
expenditure made is with legislative intent. 


Do you, as a member of the executive branch of the Government, 
believe defense support is so broad that it is a violation of legislative 
intent? 

Mr. Smiru. The definition of “defense support” has been subject 
to a lot of discussion since I arrived here. It is spelled out very 
clearly in the worldwide book which we are presenting here to your 
committee, on page 37. I think there is a complete understanding 
now between Congress—I hope all the committees that are involved— 
and the administrative agencies, so there shouldn’t be any further 
confusion about it. 
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Acting Chairman Moraan. It is spelled out here in this book that 
I have in my hand as follows: 

Defense support is supplied only when all of the following conditions are met: 

1. The country receiving defense support must be one which is also receiv- 
ing United States military assistance; 

2. The military assistance must be in support of significant military forces; 

3. The purpose must be to secure a specific contribution by the recipient 
to the common defense. 

It seems to me most of the criticism offered to this program has 
been related to defense support and I think most of the questions we 
submitted to you had to do with the defense support part of the 
program. 

The Hardy committee left the impression that the phrase ‘‘defense 
support” is a misnomer, that it has been abused, that it is nothing but 
an economic aid program. 

Would there be any objection from the executive branch of the 
Government to lumping together defense support and the President’s 
special assistance fund and the contingent fund and calling the whole 
thing an economic program? 

Mr. Smitu. I feel that these various amounts have been set up 
under specific headings in order to provide the control the Congress is 
anxious to have, and therefore that this is a perfectly sensible way of 
doing it, as long as we are clear as to what the definitions are. 

In other words, this gives Congress a definition against which to 
check the expenditure of funds. 

I would be glad to read the definition of defense support that is 
being used now into the record, if you would like to have it. 

Acting Chairman Morean. Is it very long, sir? 

Mr. Smitrn. No; it is quite short. 

Acting Chairman Morgan. You go ahead and read it. 

Mr. Soir (reading): 

Defense support is that economic assistance which is required, in addition to 
military assistance, in order to secure a specific contribution to the common 
defense by another country in which United States military aid is helping to 
support significant military forces. The need for defense support is based on the 
proposition that the security of the United States will be materially enhanced 
by securing certain contributions to the common defense by other nations which 
do not, because of either economic or political circumstances, have the capacity 
to make such contributions without outside assistance. Where, in order to secure 
the desired military contributions, their outside assistance must include United 
States aid in an economic as well as a military form, that part of the aid which is 
economic in character is called defense support. 

Acting Chairman Morean. Thank you, Mr. Smith. My time has 
expired. 

Mr. Chiperfield. 

Mr. CurpprFietp. Thank you, Mr. Chairman. 

Mr. Smith, on page 13 you state: 

The total refunds recovered for improper use and put to proper use through 
January 31, 1958, is some $375 million. 

Do you mean to say that $375 million was originally put to improper 
use under these programs? 

Mr. Smitu. This is over a period of the whole life of the program, 
which is now 10 years old. This is $375 million out of an expenditure 
of over $21 billion. 
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Mr. Curperrieip. Mr. Smith, will you furnish the committee a 
breakdown of this $375 million so that it will disclose for what these 
funds were used? 

Mr. Smirx. Yes; we can do that, sir. We will be glad to do that. 

Mr. CuriperFIELD. Thank you very much, Mr. Chairman. 

The information requested i is as follows: 


Refunds requested and received by category by ICA and predecessor agencies, through 
Jan. 31, 1958 


{In thousands] 


LEE LEAL A LEE EE LOR Le FU vere ie PlAa eee 
Teen ee ee ee ewbeeeiiene sc oct a tee 
er nmreee ay es eh ee wey agi, else SIRE La 40, 634 
Foreign agents commissions__-__.._.__...-.---.------------ SEE. 40, 075 
Duplicate payments----.......-_...------- duvla wun oa ed @i aed 2, 730 
I a Bs hi 7, 043 
Noncompliance with predecessor agencies s and provisions of ICA Regu- 

ee ee re ees Se ET fee OS Save J 61, 677 
Leary OF indlimiibis temie. Li) o. 2028 Le ote eee ek ied 8, 292 
Seenereauemuen wemminrtts ce) bors gun dice ost) Sec ees ocersiese 23, 918 
Noncompliance with terms of service contracts.__.......-...--.-.-- 1,715 
Miscellaneous 


Sh nine 5. aban guetaonpin ~ Vht sees 


Total refunds received _ _ - eke c e235 sR FO) Ob4 


Refunds requested but not yet received 


{In thousands] 








Ss a aise cor see i he a Cmte n=n Soe 
i eg oo hm np men os Chaban 16, 463 
SN arg rae ee nea A ae PORE BREEDS Os 2 US 90 
Foreign agents commissions____-_----_- 5 Jt aeRO BG. Sits A. be 157 
Re MINING ide a oe ete oi SL ods. tea woebd esemudndis« 10 
I er Ba mr 5, 472 

Noncompliance with predecessor agencies and provis isions of ICA Reg TU 
eee es eS ee ee ae ee oe ei 5 18, 099 
Luxury or ineligible Meer he PS ld Ub i cls, ONT 8, 639 
Unauthorized reexports_______--- Se a rae a 3, 765 
Noncompliance with terms of service .contracts._.._.________- ae 293 
Nee a napehasnee ee ees 1, 745 
Rte, Seer ee ote et Eee) ty ee Ce i 106, 039 


Acting Chairman Morcan. Mr. Carnahan. 
Mr. CarnaHan. I notice you stated on page 18 that you would like 
to make a point regarding the Development Loan Fund. 


We are proposing incorporation of the Fund. 


Why do you feel the Fund should be incorporated? 

Mr. Smiru. My feeling on this is that it gives the fund a businesslike 
corporate structure; it forces the management of the fund to proceed 
in a very car efully recorded way and to preserve all the necessary 
records on each loan. It follows the method used in the development 
of the Export-Import Bank and to me is a good way of working 
this out. 

In addition, it gives a longer life, and a sense of continuity to 
the funds that are not otherwise available. 

Mr. Carnawan. Thank you and that is all, Mr. Chairman. 

Mr. Setpen. Will the gentleman yield on that point? 

Mr. CarnaHaNn. Yes; | will yield. 

Mr. SeLpen. Would the incorporation of the Development Loan 
Fund in any way lessen the control of Congress over it? 

Mr. Smiru. No, sir. 
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Mr. Setpen. We would have as much control over it then as we 
do now? 

Mr. Situ. I do not see how your control can be diminished. 

Acting Chairman Morean. Mr. Vorys. 

Mr. Vorys. Mr. Smith, I think the executive branch also gave 
consideration to the unanimous actions of the House-Senate confer- 
ence in which it was insisted or urgently requested that the Develop- 
ment Loan Fund be incorporated so we could check on it more carefully 
and have a more businesslike operation, is that not correct? 

Mr. Siru. I was not here at the time—as you know, I am. rather 
new here—but it is my understanding that it was Congress’ desire 
that the Fund be incorporated, particularly for that purpose, to give 
a closer control of the activities. 

Mr. Vorys. Now, on this matter of defense support, of course, it is 
economic aid and, of course, it has military importance. The fact is 
that it is two things at once is just part of the facts ot life, but as I 
understand it, in administering it this year, you are going to have a 
closer administrative definition of defense support. I am reading 
from a cleared part at page 37 of the presentation volume. It says: 

Economic aid designed to obtain a contribution by a recipient country to the 
common defense is classified as defense support this year only when the country 
involved is also being helped to support significant military forces through military 
assistance. This limitation has the effect of removing from the category certain 
countries. 

Is that correct, and could you give us an example on either side of 
the line, those who are to receive defense support and those who are 
to receive special assistance, even though they may receive some 
measure of military aid? 

Mr. Smirxa. The examples of ones being removed from the category 
of defense support would be Libya, for example, and Morocco. 

Mr. Vorys. And what you have done, in order to make it more 
clear that this type of economic aid has a military connotation, is to 
tie it in more closely to our military aid. Is that not correct? 

Mr. Smitu. That is correct, sir. 

Mr. Vorys. As I understand it, you made an analysis of somewhere 
around 69 criticisms of the program—lI heard you make a speech 
about this the other day. I wish you would take the rest of my 
5 minutes in giving the results of your analysis and some samples. 

Mr. Sairua. Sir, we have had a variety of criticisms some of which 
are fundamental and some dealing with specific items. I would talk 
more about the specific items which have come up a number of times 
in the press. Such a situation is the question asked, ‘‘Have we pro- 
vided dress suits for Grecian undertakers under the foreign aid 
program?” 

This question has been asked a dozen times. We have not done 
any such thing. The only clothing we have ever furnished to Greece 
under this program is footwear for the Grecian Army, and civilian 
clothing has been specifically ineligible from aid financing i in Greece. 

We have been asked, ‘‘Have we financed public baths for Egyptian 
camel drivers’’? 

Now, someone has enough time to develop this kind of a question. 
The fact is that we were engaged in a health and sanitation program 
to try to eliminate a disease in Egypt called bilharzia which is similar 
to hookworm and we have’'set up sanitary baths in that country 
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Now, naturally camel drivers and everybody else are eligible to use 
those baths and I see nothing improper about it at all. 

It was an excellent health program we were undertaking at the 
time. 

Another question we have been asked: ‘‘Have we furnished iceboxes 
to Eskimos?” There is absolutely no trace of furnishing iceboxes to 
Eskimos, nor have we been in the business of aiding Eskimos. 

We have been asked, ‘‘Are we financing the planting of wild grass 
along the public highways i in Lebanon?” 

Now, the manner in which the question is asked makes it look as 
though | it is a ridiculous process. The fact is in the United States, 
in the arid areas, not only here, but all over the world, grasses are 
planted to stop soil erosion and we did some of this in Lebanon. 

You will find every agriculturalist in the world, every soil conserva- 
tionist fully in support of it. 

“Have we provided free airplane rides for thousands of Arabs to 
visit Mecca?”’ 

In 1952 there was some failure in the transportation system in 
Arabia and a very large number of people were unable to be given 
the transportation by the local services to conduct their pilgrimages 
to Mecca. 

The Department of State knew about this because it was a very 
major item in the Arab world. They discussed it with the Air Force. 
The Air Force at that time was able to provide some transportation. 
This was made available to the Arabs who paid for it in full. They 
paid the full commercial fare in their own currency and this money 
that was collected was then turned over to charity. Now, that is 
the fact. 

I see nothing wrong with the activity whatsoever. It seems to me 
to have been a very sensible program worked out by the State Depart- 
ment, with the Department of Defense in an emergency, and I might 
say it was not financed in any way by mutual-security funds. 

A somewhat similar thing happened in Afghanistan where the ICA 
was involved and we undertook to arrange the transportation, and 
there the Moslems paid their own way at the regular commercial 
rate in their own currency. 

Now, I have picked out probably some of the simpler things 
because obviously the questions answered most quickly are the easiest 
ones to answer. 

We have very serious questions, such as whether we have adequate 
engineering and economic surveys before we take some of these major 
projects in countries. 

I think that we are getting into that position. There has been a 
very definite change in the nature of this program. Originally under 
the Marshall plan, “the American people put up money which was used 
to restore the war-torn industries of Kurope, and this was a very much 
easier program because we were replacing in those days industries 
which had already existed. 

Today we are going into countries that have never had any industry 
and starting from scratch. In places where we have no people with 
experience, we have no transportation facilities, no communications 
facilities, and it is a totally new kind of work. 

In an area of the least possible sophistication, in areas where there 
are practically no educational standards at all, and this requires far 
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reater advanced engineering and economic studies than this organ- 
ization and its predecessors were undertaking to give in the original 
days. 

I think we must strengthen this aspect of our work probably even 
more. 

Another question that has been asked, which I think is very basic 
today. There has been an allegation that foreign trade is declining 
and that our reliance on the foreign-aid program, rather than on 
private initiative is the reason for this decline. This leads to two 
specific questions. 

Has private foreign trade increased or decreased in the last few 
years and, what are the figures for each year? 

Actually private foreign trade has shown a strong increase in recent 
years. The precise figures on private export from the United States 
are as follows: 

In 1953, $10.5 billion; 1954, $11.2 billion; 1955, $12.4 billion; 1956, 
$15.6 billion; and 1957, $17.7 billion. 

In other words, in 5 years we have gone from $10.5 billion of private 
exports from the United States to $17.7 billion. 

Mr. Hays of Ohio. Could I ask a question at that point? 

In that increase, does that include the things that were purchased 
from private individuals by this program? 

Mr. Situ. This is a rather complicated table and I will try to 
pick out the figures that will answer your precise question. 

The figures which I have given you of private exports, they do not 
include nonmilitary government grants. I can give you those figures 
for the similar years. 

Mr. Hays of Ohio. Suppose you make available United States 
currency to a foreign government and they come and buy from a pri- 
vate—say Westinghouse Electric. How do you sort that out? 

Mr. Vorys. If this is on my time, I imagine he would not furnish 
currency —— 

Mr. Hays of Ohio. I would say it is on the committee’s time since 
you have had about 15 minutes. 

Acting Chairman Morean. Mr. Vorys’ time has expired. 

Mr. Smiru. I can answer that in about 2 seconds. You are talking 
about a grant now. This does not come up in the private export 
figures that I just gave. 

Acting Chairman Mora@an. Mr. Zablocki. 

Mr. Zastocki. Thank you, Mr. Chairman. I do have a few ques- 
tions, but I believe this is very important and we should have the 
subject thoroughly explained. 

Acting Chairman Moraan. Do you want to use your time? 

Mr. Zasuiockt. In a moment. 

Mrs. Keuuty. I will yield some of my time. 

Mr. Vorys. No one uses foreign currency to buy from Westing- 
house Electric. 

Mr. Hays of Ohio. You grant currency to a foreign government. 
You use United States currency, naturally. 

Mr. Vorys. I thought you mentioned foreign currency. 

Mr. Hays of Ohio. If I did I am sorry. I meant United States 
currency. 

Mr. Zasiocki. Mr. Smith, your statement is in keeping with the 
best presentation of the mutual-security program this committee 
has ever received. 
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It is generally agreed that the most costly, inefficient, and trouble- 
some problem of the aid program is the weak and generally inefficient 
administrative systems of many of the recipient countries. 

Would it not serve our purpose better for the long haul to insist 
on the strengthening of the administrative processes, even to the 
point of cutting down our aid until improvements are made in internal 
organization? 

Mr. Smita. We are putting a lot of stress on training in public 
administration because we feel this is the foundation on which all of 
these countries can achieve their economic independence and without 
that they will never do it. 

I do not like to comment on the relative state of efficiency or 
inefficiency of any one of these countries, but I think we must recog- 
nize that 20 of the countries in which we are working are new, within 
the last couple of years. They are starting from scratch. They 
relied before this time on administrators who came from fatten 
countries who, in some cases, did not train the indigenous personnel 
to pick up the job of administration, so we have a very difficult prob- 
lem. 

Mr. Zasiocki. In your opinion, Mr. Smith, do you think the 
amount allocated for training administrators is adequate, or should 
it be increased? 

Mr. Smiru. It is very hard to give a specific answer to this ques- 
tion, but, certainly, in some countries we do not see a sufficiently 
fast advance in administrative ability to make us feel satisfied with 
the situation. 

Mr. Zasuocki. Mr. Chairman, in executive session I shall pursue 
this matter and discuss specific countries lacking administrative 
efficiency. If I have any time left, I would like to call to the atten- 
tion of Mr. Smith a proposal that was made several years ago by our 
colleague, Congressman Carnahan. He made an interesting pro- 
posal which would accelerate our technical assistance program. 
Mr. Carnahan was interested in our limited supply and how our 
limited supply of technicians could reach populations of under- 
developed countries. He noted that in many of these countries the 
army is a nonprofessional army in which the individuals served for 
periods of 1 to 2 years. Their military training could be supple- 
mented by technical training, including reading and writing, simple 
agricultural techniques, and basic mechanical abilities and _ skills. 
No United States military personnel would be used in your proposal; 
is that right, Mr. Carnahan? 

Mr. Carnanan. That is right. It would have been civilian per- 
sonnel. Instructors could have been supplied by ICA, perhaps. 

Mr. Zasuiocki. As I recall, your proposal would have numerous 
advantages, and you have listed several of them. I would like to 
include them in the record. Time will not permit my reading all of 
the eight advantages. However, I would like to make them part of 
the record. 

Mr. Smith, I would like to call to your attention a news report that 
San Salvador has used troops to learn farm work. The article states 
that the Center of Military Agricultural Training, as the soldier farm 
is called, not only raises food for about 100 soldiers quartered there, 
but also produces a surplus that is sold. With the income from last 
year’s sales, the Administration bought an $8,000 tractor, which is 
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being used for training purposes. ‘This article points out how mili- 
tary-agricultural training has worked. 

I would be interested in ICA’s observation on the possible develop- 
ment of a technical assistance program along these lines by utilizing 
the soldiers who are conscripted in the various countries to whom we 
are giving military as well as economic assistance. 

i SmitH. We have already undertaken a program in Latin 
America whereby the uniformed personnel in military service are 
being instructed in what I would call civil engineering kinds of 
projects, and are actually undertaking these projects for the benefit 
of the civil economy. 

I think this is an excellent thing. When you look around the world 
and see the number of men who are more or less immobilized by their 
military status, you realize that we must make better use of that 
manpower, and we trust they will never be used in war and, therefore, 
to the fullest extent possible, we should put this manpower to use in a 
method that does not destroy the defense of the country, but one 
which at the same time builds up the civil economy, if it can be done. 

Mr. Zasiocki. Mr. Chairman, I ask unanimous consent that Mr. 
Smith supply for the committee, and include at this point in the record, 
the number of countries where we have initiated such programs, the 
time they were initiated, and the progress made. 

Acting Chairman Morean. Will you do that, sir? 

Mr. Saitu. Yes. 

(A memorandum was subsequently submitted for the classified 
record. ) 

Mr. CarnauHan. Is serious consideration being given to utilizing 
military personnel for a teaching period in all of the processes of mak- 
ing a living or improving the economy of the country? 

Mr. Situ. I would not say we have gone anywhere nearly far 
enough in that, and I think we must face the fact that in a military 
organization you will be told that the full time of the individuals in 
uniform must be devoted to military training. Now, whether we can 
change that thinking and modify it to an extent or not will depend 
upon the individual countries with which we are dealing, but, certainly, 
I am very much in favor of the concept. 

Mr. CarnaHwan. I would like to just add this: I think a great 
opportunity is being lost in not exploring this further. 

Acting Chairman Moraan. The gentleman’s time has expired. 

Mr. Zastocki. Mr. Chairman, may I at this point in the record 
have included the eight advantages to be gained in giving those in 
military service training in agricultural pursuits as outlined by Con- 
gressman Carnahan, and also the New York Times article of February 
3, 1958, on San Salvador? 

Acting Chairman MorcGan. Without objection, the information 
will be included in the record at this point. 

(The information is as follows:) 

1. The training would reach more people than the present method of operation, 
which is limited to relatively few centers. 

The level of training would be geared to the needs and capacity of the 
ie instead of stimulating needs that cannot readily be satisfied. 

3. Recruits returning to their villages over the entire country would be able 
to put their training to immediate use. 

4. By offering constructive skills capable of application after military service, 


it would create a greater sense of satisfaction with military service and should 
develop a larger measure of loyalty to the Government. 
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5. The general level of development would move forward at a more uniform, 
even though slower, rate. 

6. The training would build upon the existing economic structure and provide 
the basic skills that a country must have for sustained development. 

The more limited role of American personnel should make possible the 
recruitment of individuals who may presently not choose overseas assignments 
because it involves living in isolated communities. 

8. No costly supply and equipment component would be necessary. 


Satvapor Troops LEARN Farm WorkK—DRAFTEES Practice MopERN 
AGRICULTURE ON AN EsTATE OWNED BY GOVERNMENT 





San Satvapor, February Saivadoran youths serving their hitch in the 
army are learning modern methods of agriculture at a Government-owned farm 
in the Province of La Libertad. 

The farm, purchased from private owners shortly after former President Oscar 
Osorio took office in 1950, is situated close to Sitio del Nino, where another 
agricultural experiment, initiated under the same administration, is still going 
forward. At Sitio del Nino, the land is farmed by civilians, who divide the income 
from the crops proportionately to their individual contributions to the cultivation 
and harvesting. 

The Center of Military Agricultural Training, as the soldier-operated farm is 
called, not only raises food for the about 100 soldiers quartered there, but also 
produces a surplus that is sold. With the income from last year’s sales, the 
administration bought an $8,000 tractor, which is being used for training purposes. 

Youths conscripted for a year’s service in the army spend 4 months in basic 
training before being sent to the agricultural center. There they learn about 
agriculture under civilian instructors, and by actually working in the fields. The 
Government hopes that when they return to their towns and villages they will be 
able to work on farms with an understanding of soils and other factors important 
in modernization and improvement of the nation’s agricu Itural practices. 

Reveille sounds at5a.m. At the farm, reveille soundsat5a.m. The soldiers 
get up before dawn to have their breakfast and set out oe their tasks. Even 
before that time, a jeep has left for the town of Santa Tecla, capital of La Libertad 
province, to deliver fresh milk. 

Products of the farm include sugarcane, honey, corn, rice, beans, eggs, and other 
staples in the Salvadoran diet. The animal population includes pigs, purebred 
chickens, cows, and Pekinese ducks. 

The soldiers have their own movie theater, where sound pictures are shown 
free of charge. On their days off they pile into motor trucks and are taken to 
Santa Tecla. 

The Salvadoran Department of Agriculture, during the past several years, has 
been carrying on a campaign to stimulate the use of modern farm machinery 
throughout the nation. With such machinery it is possible to cultivate some areas 
previously unused. 

Acting Chairman Moragan. Mrs. Bolton. 

Mrs. Bouton. I would like to return to a small matter for a moment. 

In the health program that you quoted in Egypt, Mr. Smith, is 
that being worked out with WHO and the general health program 
in Egypt? 

Mr. Situ. I think in all our health programs we are cooperating 
very closely with WHO. In the malaria eradication program we are 
operating in the closest partnership with them because we feel we 
could use the skills and assets of other countries, as well as our own. 

Mrs. Botton. Would you be good enough to ask the staff to advise 
me if it is really so in the FR; gyptian program, on, and then also if 
that is the method through Africa? Of course, the diseases in Africa 
are so many and need so much attention. 

Mr. Smitu. We will be very glad to furnish you with that data. 
I spent a year in Africa, myself, so I am very sympathetic to your 
question, 
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(The information is as follows:) 


United States operations missions each year receive from ICA/Washington a 
descriptive summary and list of projects for the U. N. technical assistance program 
proposed for the country in which they are located and reports from USOM’s in 
African countries indicate that satisfactory and effective complementary relation- 
ships have been worked out between United States and U. N. technical assistance 
activities there, particularly in the health field. 

For example, in North Africa, the USOM in Libya reports that in the health 
field, the USOM has been primarily responsible for developing a general and well- 
rounded public-health service, including specifically the training of sanitation 
specialists; the development of domestic water supplies; and the planning of 
hospital and health facilities rehabilitation programs. U. N. concentration has 
been on the training of higher level technical personnel, particularly in the field 
of nursing. In this connection, USOM personnel assisted in the planning of a 
nurses training school, Libyan American Reconstruction Commission (LARC) 
participated in financing the equipping of this school, and USOM nursing personnel 
work closely with U. N. nurses training specialists in outlining training needs and 
providing for field observations through the USOM assisted health service. 

In the case of Central Africa, [CA and WHO both have malaria-control projects 
in Liberia. There is close coordination between the USOM and WHO, with the 
USOM operating in the coastal areas and WHO operating in the interior area. 

In Ethiopia, ICA and WHO cooperate closely in carrying out programs in all 
fields of public health. The USOM and WHO chiefs of health field operations 
function as an informal joint committee on planning health activities for Ethiopia. 
Their findings are passed on, in an advisory way, to the IEG minister of public 
health in an effort to obtain the greatest amount of participation and coordination 
of planning all health activities. For example, joint planning has been underway 
for an expanded malaria-control program which would coordinate contributions 
by ICA and WHO to the survey, eradication and training phases of this problem. 

The operation of the public health college and training center at Gondar is an 
outstanding example of USOM-U. N. coordination. This institution is an ac- 
eredited hospital for teaching nursing and public-health sanitation and administra- 
tion. The center operates under the management advice of an ICA medical 
supervisor with 5 ICA and 7 WHO technicians attached to the center. 

* * * * * * * * 

At the present time we have no American personnel in Egypt working on 
projects in view of the fact that ICA program operations in that country have been 
in a state of suspension for many months. 

ICA worked with the World Health Organization in the past during the 
development of the health program in Egypt. The basic health program agree- 
ment stipulated that ICA projects to be developed under that agreement were to 
be coordinated with Egyptian Ministry of Health projects undertaken with the 
World Health Organizations. In order to insure this coordination, it was agreed 
further that the Egyptian and American Codirectors of the Joint Committee for 
Public Health created by this agreement were to confer with the Regional Director 
of WHO prior to development of the ICA projects. 

ICA and WHO did cooperate with each other in Bilharzia control activities. 
However, each agency worked in different locations and utilized different methods 
of control of the disease. 

In another case, an ICA project for teacher guidance in health education was 
related to the total program of the Calioub Demonstration and Training Center 
area, which was an enterprise of the Egyptian Government in cooperation with 
WHO and other international agencies 

ICA health personnel had good and close working relationships with WHO 
representatives, whose regional headquarters were located in Egypt. 

Acting Chairman Moraan. Mr. Hays. 

Mr. Hays of Arkansas. Mr. Smith, on this question of malaria cop- 
trol, for the present program was not some money transferred from 
one fund to another, as | recall it, from the special assistance fund to 
the Asian fund, to take care of the current operations on malaria 
control? 

Mr. Smira. I think it went the other way, sir—from the Asian 
development. They made a contribution to the special assistance 
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fund toward the malaria eradication program. We are not simply 
controlling malaria, now; we are out to eradicate the disease, entirely. 

Mr. Hays of Arkansas. By reason of India’s change in her schedule 
from 5 to 3 years, as I understand it, you do need further funds in the 
current operation? Perhaps you will want to reserve this answer until 
you can check the figures, but I am interested in knowing whether or 
not sufficient funds will be available in the current 1958 operations to 
take care of this without suffering any loss to the present operations. 

Mr. Situ. I would like to check it, but I realize your point. In 
this particular job we have to do it within a certain number of years, 
or actually the mosquito, against which we are working, develops an 
immunity to DDT, and therefore we would lose the whole effect. 
The question is whether the money is coming in fast enough to do this 
job in the time we have. I will check that to make sure we are all 
right. 

Mr. Hays of Arkansas. That is a matter of tremendous importance, 
in the attack on the disease. Malaria looms up, of course, as the 
prime enemy to be dealt with. 

Mr. Situ. Malaria is killing about 2 million people a year through- 
out the world. That gives you some idea of the urgency and the 
magnitude of the work. 

Mr. Hays of Arkansas. Thank you very much. 

Acting Chairman Morean. Mr. Merrow. 

Mr. Merrow. Thank you, Mr. Chairman. 

Mr. Secretary, you have made a very fine presentation this morning. 
I wonder if you would be willing to comment on any roadbuilding 
program that we have in Saudi Arabia? 

Mr. Saitu. I don’t know of one in Saudi Arabia, but I am ignorant 
on a number of subjects, so I wouldn’t say there isn’t one. 

Mr. Merrow. It is alleged we are building roads for the use of 
the King’s Cadillacs in that country. 

Mr. Situ. I expect that the source of that is somewhat similarly 
the source of other criticisms that have been launched. 

Mr. Merrow. I would expect so. 

Mr. Situ. Let me just check with my staff here. I would like to 
deny this categorically. We are building no roads whatsoever in 
Saudi Arabia. We have undertaken to assist in the development of 
the port there, and also in the airfield. 

Acting Chairman Moraay. Is that a result of the Richards mission, 
the improvements that are going on? 

Mr. Smita. Yes; that is a part of the Richards commitment. 

Mr. Merrow. Mr. Smith, on page 13 you say a substantial step 
has been taken in improvement of the ICA contracting process by 
the establishment of separate contract, relations. Now, 1s my under- 
standing correct that im all of the 
around 2 000 of them that you have that, you have an arrangement 
in detail worked out with the country for each project? 

Mr. Smuiru. I cannot answer that question. You want to know if 
in each country we have an arrangement worked out to cover the 
contractual relations—— 

Mr. Merrow. With the various projects, so that every project is 
worked out and we have a contract or agreement for that project? 

Mr. Siru. That is correct, sir. 
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(The following information has been submitted for inclusion in the 
record at this point:) 

Prosect-TyrE ASssIsSTANCE PROGRAMS 

In view of the decentralized nature of project-type assistance in which the 
USOM works directly with the cooperating country in the field in the planning 
and execution of ICA-financed projects, the USOM Director has the primary 
responsibility for the proper and effective utilization of project funds, subject 
generally only to ICA/Washington Office prior review and approval of proposed 
projects. 

Each project proposal is developed by the USOM on a ‘‘Project proposal and 
approval” form, These forms outline the complete financial plan of the proposed 
project, including both the ICA and cooperating country contributions, the 
objectives of the project, and the necessity and purpose of ICA financing. They 
describe the needs of the project in terms of United States technicians, contract 
services, commodities, participants’ training, and local costs. The financial 
summary indicates the amount of ICA funds proposed to be made available from 
the current fiscal year appropriation. The forms are submitted to Washington 
for approval although, in some cases, projects are approved by ICA in advance 
of the submission of forms on the basis of previously submitted data. 

After Washington approval of a project, the USOM Director enters into a 
bilateral “project agreement’’ with the cooperating country which defines the 
responsibilities of both ICA and the cooperating country in carrying out the 
project. These agreements normally constitute, for purposes of appropriation 
acts, an “‘obligation”’ of the United States funds agreed to be contributed to the 
project except for funds to be spent for United States employed technicians 
(which are obligated on a month-to-month basis) and participants’ training costs 
(which are obligated subsequently by issuance in the field of another document). 
The execution of a project agreement is the immediate forerunner of the project 
implementation stage. This stage begins with the issuance of ‘Project imple- 
mentation orders.” 

Mr. Merrow. In No. 11 you say we have strengthened procedure 
to help insure accountability for the use of assistance. The reason I 
ask this question, is because I have seen in print recently that we 
don’t know how the money is being spent, we don’t know how much 
is being spent, and so on. 

Is the accounting of the program such that we know where every 
dollar is being spent in these programs? 

Mr. Smitu. Yes, sir. When someone tells you that they don’t know 
what has happened to these funds, or where they are going to go, I 
wish you would refer them to the administration of the program. 
This is where the information is kept, it is available to the public, 
and it is available to any Member of Congress, to our fullest ability. 

Mr. Merrow. Now, I am glad you said that, because there are a 
lot of things being written to the effect that we don’t know where the 
money is going, and all that sort of thing. 

You talk about the recovery Congressman Chiperfield referred to a 
few minutes ago, of $375 million. I wonder if in any other Govern- 
ment operations there are recoveries of this kind. You see, the finger 
is pointed at this program, and the mistakes are magnified all out ; of 
proportion to the results achieved, and I think this is splendid that 
this has been recovered, but I am just posing the question that in 
other areas of Government is there recovery also of funds? 

Mr. Smirn. It is possible in the Department of Defense, where they 
have the contract renegotiation process, that they may have recovere d 
amounts somewhat of this magnitude. I don’t really know the answer 
to that, but that is the only other similar-activity that I can think of. 
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Mr. Merrow. This is a commendable operation, but this type of 
procedure is not unique to this program, is it? I mean, we recover 
where we can, in other programs? 

Mr. Samira. I think throughout the Government you will find every 
agency checking on the expenditure of money. That is what we are 
here for. We are hired as trustees of public funds. 

In this particular job, where the funds are going into the hands of 
other countries, we probably have more difficulty in control than we 
would have if the money was circulated right here domestically be- 
tween the Government and American companies, and not getting into 
the overseas areas. 

Mr. Merrow. You are doing everything in your power to correct 
the legitimate criticisms that are being made of this program and of the 
programs in the various areas? 

Mr. Smiru. Fortunately, there are a lot of people beyond myself 
in this, and you can count on all of us going out to correct mistakes as 
soon as they are identified. 

I want to point out that you have a very broad cross section of 
Americans working in this program. They are selected from many 
Government agencies from all over the country. We have 55 American 
universities participating in the program, so that when mistakes arise, 
I think it is reasonable to assume they will be picked up and corrected 
as rapidly as possible. 

Acting Chairman Morean. The gentleman’s time has expired. 

Mr. Murrow. Thank you, Mr. Chairman. 

Acting Chairman Moraan. Mrs. Kelly. 

Mrs. Ketuy. Thank you, Mr. Chairman. 

Mr. Smith, on page 14 you refer to the up-to-date information on 
the Soviet bloc economic-aid- program. That which I read was 
rather general. Have you sent to this committee, or will you send to 
this committee, the complete breakdown of the Soviet economic 
program; to which country and what it is? 

Mr. Sarru. I believe we have already furnished it. If we have 
failed to furnish it to you, I will have it up right away. 

Mrs. Kutuy. What I have is rather general, and I would like the 
breakdown, if possible. 

Mr. Smiru. This gives the information on each country and where 
the credit line happens to be, where we have the information. 

Mrs. Krtiy. On page 20, Mr. Smith, under ‘‘Expenditures,”’ you 
have listed the prior year’s funds obligated, but unexpended. My 
question is in line with the question of Mr. Merrow. First, has this 
been declassified? To my knowledge, the exact program in each 
country has been more or less classified in our books. Have you 
declassified those country programs? 

Mr. Smitru. I am going to turn this over to Mr. Murphy, if you 
don’t mind. 
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STATEMENT OF JOHN MURPHY, CONTROLLER, INTERNATIONAL 
COOPERATION ADMINISTRATION 


Mr. Murruy. We can supply a country-by-country inventory of 
that $1,664,000,000 that you refer to, Mrs. Kelly, on an unclassified 
basis. 

Mrs. Kertiy. In other words, can we get—I know it is in the secret 
books, but I would like to know for what projects the appropriations 
have been earmarked and to which particular country. 

Mr. Murpuy. We have that information, but a report that spells 
it out in detail will run from 50 to 60 pages on each country; we have 
about 60 countries. It becomes a tremendous voluminous job, but we 
can give summaries for each country or break it down by field of 
activity, agriculture, health, industry, transportation—that kind of 
information. But to get into each of the individual countries 

Mrs. Ketiy. For instance, if you take X country and break down 
the funds—I want to know why it hasn’t been expended. 

Mr. Mureuy. We can give you that very quickly for each country. 
We can give you the detail on the unexpended moneys by project, so 
you know exactly what it is used for. 

Mrs. Kexxiy. In our books is there any line where it says the un- 
expended funds for that country is X number of dollars? 

Mr. Murpuy. Yes, ma’am; on each summary page you will find a 
block on the lower right-hand corner where the unexpended balance 
at the beginning of this year is shown, what we expect to spend during 
this year, what we will have obligated by the end of this year and 
unexpended at the end of this year. 

Mrs. Ke.iy. You can give us the information on the individual 
countries? 

Mr. Murpuy. In whatever detail you like. 

Mrs. Ketiy. Can you tell us how far the unexpended balances go 
back, to what year? 

Mr. Murpny. Yes; I can. 

Mr. Smiru. While Mr. Murphy is looking for that, I would like to 
make a note here, that that block in the corner that Mr. Murphy just 
referred to is a very important one. We are focusing a lot of attention 
on that. It is indicative of the problem of getting the work done in 
the country, and I would ask my people overseas and in the Wash- 
ington office to pay particular attention to that. I don’t want to see 
money backlogging up, because this is a symptom of trouble, without 
any question. 

Mrs. Ke.uy. I would like to know in which countries the largest 
amount has been carried on, for how many years, and why it hasn’t 
been expended. I would like to have a list of those countries. I don’t 
want something of 60 or 70 pages, but if we could have it according to 
the amount, then maybe we will go into a selected country, but I 
would like the overall picture on one sheet of paper, if we can get it. 

Mr. Smiru. Well, we will give you that information for any selected 
countries you like. 

Mrs. Ketuy. Do you have the year as to how far that goes back? 

Mr. Murpny. Yes, Mrs. Kelly. At the end of this fiscal year, our 
unexpended balances are expected to total about $1.7 billion: $1 billion 
of this will be 1958 funds; $400 million of it had been 1957 funds; 
and $240 million will be fiscal year 1956, or prior year funds. 
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(The following table has been submitted for inclusion in the record 


at this point:) 


Economic assistance programs 


Area and country 
Europe: 


{In thousands of dollars] 


ee eek ges ke ee 
Ee oe LES Gv se ae 


France __- 


Iceland_______- 


Italy _- 
Norway _- 
meme ee 


United Kingdom. ane 
Yugoslavia_____-__- 


European technical exchange. 


Interregional expenses 


Regional and undistributed - 


Total, Europe__ 


Africa: 
Ethiopia___- 
Ghana__-—_-_-_- 
Liberia_- - 
Libya- ----- 


Morocco-___--- 


Somalia _ 


Tunisia____-_-- 


Overseas territories 


Total, Africa__ Rs 


Near East and South Asia: 


Near East: 


Egypt_..--.--- 


Greece 
Iran__. 
Traq- _ -- 
Israel _ _ 


BR Fe 


Lebanon_- 
Saudi Arabia___- 


MRMOT 3 ee yok ss 
Palestine refugees__ 
ae ee Pact 


U. Emergency Force - 


Rasta 


Total, Near East 


South Asia: 


Afghanistan_. 


Ceylon_- 
India _ - 

Nepal-_- 
Pakistan 


Total, 
Total, 


South Asia__- 


Near East 


t and South 


Asia_-- 


Unliquidated obligations, June 30, 


195? 


N= 
~~ 
~J 
w 


= 
_— 
~ 


_ 
-_ 
— 
~ 
— 


jl woroee 
— 
oo 


| on 
| Gr 
| © 
1 = i 
oOo 


| 
| 
| 


22, 449 
2, 839 
56, 107 
3, 150 
22, 330 
420 
17, 423 
1 

90, 666 
1, 628 
12, 670 
3, 250 
4, 146 


260, 07% 9 


29, 250 
8, 453 
135, 224 
5, 055 

1 45, 688 


3 23, 670 


583, 7 d 49 





L 


ex 


IY 





rd 


MUTUAL SECURITY ACT OF 1958 409 


Economic assistance programs—Unliquidated obligations, June 30, 1957—-Con. 


[In thousands of dollars] 
Area and country 


Far East and Asian E conomic Development: 


Burma_ ees sreeUh GUL SLAG. Soe Pe ae 1 
Cambodia. - wine sis wx orp Sak wetter Mt nce ane (255th, dale Sea 35, 885 
COE, CIID oop asic sins wed mb esas a as BG We doe RN A oe wee 100, 165 
Indochina - - - - - Fe at ae oie sate Bie ata as a Bet 7,113 
Indonesia__-. - - - - pegalschgsdbdad<tenst enn « dibs wahdtoe Hak 16, 413 
Seetense tee ake ad wh del Sat’ be dhlee. SIL eS 2, 030 
Korea. ---. a wates SETA eel Se bide 316, 660 
on... ; eae ‘ otearere add dt artnet 20, 759 
Philippines_. - - bo Setaen Trae eed ae 36, 953 
Thailand _ _- ‘ ; ren : eens 53, 065 
Sa ne gee PAZ ay 5 4 Ph bs hs 210, 710 
Regional... Se EEE. 2 AT solhy ial hing yah ahah LrrA7a 
President’s fund for Asia_ i det db ue eee ah o 2 & ated eee <b b we 1, 805 

Total, Far East and Asian’}/Economic]Development]. - -- - - - 801, , 388 

Latin America: 

Bolivia__-___- onde Gates o: Ses ae acne 17, 012 
WG. bin io mn se 6 elt is teas Sa a te aia I ae aR a 4, 796 
Reade. =. ; Mee a alle iene Ua ane tae a aneenrile 2, 533 
Comte es i oe UL Lee SF Baes  ae 1, 480 
Costa Rica... _.--- Lond a Rhy et AP ES ah 762 
ae Bu ita, chat, Skee andied x Ghitedih. dint gctathsa a ech tiki aien 390 
Dominican Re public _ - ee ene ne ie ee eee ae 20 
EKeuador-__---_- oe SU lu chee ond whut eka deat ane a 1, 082 
A Selvedar......-— ~~. ive 2 Ue See wl bien a 467 
AUGER UU 350 CU Ss ood coe, eee ee ee ee 14, 737 
TORRE. 5) be oc om ouin we oat alee aid edd in cer meee 2, 035 
Honduras __- Se ad Ne es et ae eS ee ee eee 1, 001 
ee i oS abe bul pad een ne git geen Lae = 704 
Irepmamriien Sef JU A Ae ae es ee ee 316 
Peete se ort al Se ee Ti ek ee ia, 2 Je eile. 2a 584 
IEMs e's — aca ~ Gan tides x aeleece ee eh oF Cause ieee eet = 1, 164 
PR OS re ee ee ee 2, 007 
PEON. 2r.ac ibs AU: LCA. Sle eh ee ae tet ae 196 
VW OROUND inca sie s cand aoetn ata dae we gel Bie BESS 35 
Gversene: territories: 2 2 bob oi en Bee ee es 427 
TEED Bt DMT IIIGO oar sie bcc n> dos abd anwaemen ese 1, 841 
Seg SOC, FUR oe a ee ae Lee te 13, 350 
Organization of American States___.........-.---.---------- 889 

Total, Laan Amenoe. ..... «2... nn0tn0.00ees Cenk 346 67, 828 

Nonregional: 

Tesnmne: oconeretion. 2 lute Oc Ustar Joe Set ee eet 14, 066 
Oe Si elie ells ae 2) eB ee Chek a ed 38, 156 


Total, nonregional_ ___-_ ee agrey™ ees ihe hatehdae eid 52, 222 


Grand total, economic assistance programs_______--_------ 2 1, 664, 832 


1 Represents recorded expenditures which could not be identified by country as of June 30, 1957. Such 
expenditures are reflected as minus unliquidated obligations as they reduce the total availability for ex- 
penditure and during the ensuing fiscal year, as exact determinations are made, will be charged to the proper 
country. 

2 Includes $17,572 million of military assistance funds used for economic purposes. 


Mrs. Ketuty. How much are the years prior to 1956? 

Mr. Murpuy. $240 million. 

Acting Chairman Morean. The gentlewoman’s time has expired. 

Mrs. Bouron. Mr. Chairman, will you yield me back a minute of 
my time? I was going to ask Dr. Judd to yield. 

‘Mr. Jupp. I will be glad to yield. 
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Mrs. Botton. Mr. Secretary, I am very anxious to get replies to 
questions that have been asked in some of my C leveland papers and, 
if I may, I would like to submit a letter to you. As I recall, the ques- 
tions are not included in any of the questions that you have. If I 
may do so, I would very much appreciate it. 

Mr. Smitru. We would welcome questions here from any of you, at 
any time, because we want to find out if we are making a mistake. 
If we are not, we want to be sure that the public is not misled into 
feeling that the program is not going well. 

Mrs. Boiron. Thank you very much. 

Acting Chairman Morean. Dr. Judd. 

Mr. Jupp. Thank you, Mr. Chairman. 

Mrs. Boiron. Thank you, Mr. Judd. 

Mr. Jupp. Mr. Smith, I want to compliment you on your very 
splendid statement, and especially on what seems to me a greater 
willingness or eagerness, even, to pay attention not only to the 
criticisms of the program, but suggestions that have been made, 
including those made in this committee. 

I note that you state, for example, on page 17, ‘‘We must emphasize 
language training for our personnel,”’ and you point out how tech- 
nicians from other countries are willing to live and work under 
more primitive conditions than many of ours are. These are things 
we have brought up in this committee many times, and too often 
your predecessors did not pay much attention. 

I hope also you will take the next step and get more of the right 
kind of Americans into the program. 

On the one hand, you say we can’t attract the best Americans 
without a career service, but a lot of good people who know the 
language and who are willing to live under the most austere condi- 
tions, often having lived previously under such conditions, don’t 
want to join as a career. How in the world does one manage to get 
that kind of people into a career service? 

I have a man up home who is the public-relations head of a big 
insurance company. He got so steamed up about the need and 
opportunity in this field that he offered to resign and go out to do 
this work as a public service. He couldn’t get into your agency 
this was before you were there. 

I know a minister who came home from a chaplaincy during the 
war, started from scratch in a growing suburb, and today has a 
church of over 1,100 members, with a beautiful new plant. He 
stated to me, ‘The future of the world depends on this program. 
I am willing to resign to go into it.’’ He is an extraordinarily able 
man. But did he get any attention paid to him down in your agency? 
No. He wasn’t the right type, one of the bureaucrats. I am not 
trying to make trouble for you, | eee you. You are making 
real headway. But, please let’s make more headway on getting 
more of the kind of personnel that regards it as a ministry more 
than a job. 

We have a sound concept, we have the money, we have the govern- 
mental machinery. ‘The great shortage is the kind of personnel whose 
hearts are in it, who are motivated only by human compassion and 
sympathy, which are things that are not suspect or resisted by the 
people among whom they go. 
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We are building bridges and dynamos and doing well the tangible 
things. But we are not winning the people’s hearts as well as the 
Communists often do, because they pay more attention to the in- 
tangible factors. 

I just want you to do as well in the personnel field as you are obvi- 
ously doing in other fields. 

Mr. Smita. W ell, thank you very much, sir, for your emphasis 
on the essential need of personnel in the program. I feel very defi- 
nitely that if we don’t have people who are really dedicated to the 
job, no matter how well they are technically qualified, we are not 
going to get this job done. 

Mr. Jupp. Too many don’t have the concept of the job you have 
outlined this morning. We make them richer, fatter and stronger, 
and give them more guns. But that is not enovgh. The world is 
choosing sides. We are trying to win voters. Some of our personnel 
who are very efficient, alienate rather than win the voters. This is 
the point that I think needs now and in the years ahead to be most 
emphasized. 

That is all. 

Acting Chairman Morean. Mr. Wayne Hays. 

Mr. Hays of Ohio. Mr. Chairman, I have a couple of observations 
and then a couple of questions. First, I am happy to hear you say 
that your agency will provide information because I have been 
unable, up to now, to get the time of day from them without a hedge. 

Se condly, on page 3 you point out or take credit or at least suggest 
that your organization had something to do with stopping—not “only 
stopping inflation but changing the trend of it in Korea. 

Now, if your agency did do this, I suggest that you let the adminis- 
tration i in on it, because they have on’t been able to do it here. 

Specifically, I want to ask you about Turkey. You say on page 6 
in the final paragraph on Turkey that this is a crucial period for 
Turkey’s economy and serious deterioration threatens. The mutual 
security program must help Turkey to meet this threat and so forth. 

Now, I am all for helping Turkey but it was alleged, and I think 
with a great deal of truth, that the President of Turkey, prior to the 
recent campaign, started many new projects which he knew that he 
did not have the funds to complete. He obligated the Turkish 
Government for many millions when he knew it was going to cause 
exactly what you said it has caused and, when he was approached 
about it, he said, I am not worried about it because the Americans 
can’t let Turkey go down the drain. They will have to pick up the 
check. And you say that we have to meet this threat. 

Now, aren’t we just sort of playing into his hands with a sort of 
fast and loose operation with his own country’s economy? 

Mr. Surrx. I am not familiar with the facts as you recite them, 
but I would like to point out the language here is that the mutual 
security program must help Turkey meet this threat and work toward 
a stable currency, and a well-balanced additional growth of their 
productive capacity. 

Mr. Hays of Ohio. I am all for that. 

Mr. Smiru. I agree with you that they undertook a great deal 
more than they had the capital to undertake. 
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Mr. Hays of Ohio. Are we making our future commitments to 
them contingent on the fact that they sort of get their own house in 
order? 

Mr. Sairx. We are not making any future commitments at all 
at the moment. 

Mr. Hays of Ohio. Well, I understand, of course, that is a tough 
job to tell them how to run their own business, but at the same time, 
they are paying pretty fancy price, if you can believe the newspapers, 
for a lobbyist in this country. Presumably they are getting the 
money for that some place and it just seems to me that as far as I am 
concerned—I don’t care what the President of Turkey does internally 
to play politics, but he should not expect the United States taxpayer 
to bail him out after the election is over and I think that ought to be 
made perfectly clear to him. 

Mr. Sorru. I don’t think there are any grounds for any such ex- 
pectation. 

Mr. Hays of Ohio. That we will bail him out? 

Mr. Situ. That is right. 

Mr. Hays of Ohio. Now, I just want to ask another question about 
this $375 million that has been mentioned here before: This is money 
you say that “within the limits of administrative funds available” you 
have been able to find. 

Do you think it would be better if you had more money to do more 
checking or if somebody else helped you do the checking? That is 
on page 13, item 11. 

Mr. Smiru. I think it possible that, if we had more people on this 
work, we would come up with other items, but there is always a ques- 
tion where you have the law of diminishing returns facing you. The 
fact that we are doing this and that we have found these places where 
the money was not going into the right areas, I think, is a great 
deterrent in itself, so that we have a condition today where people 
know that if they use the money improperly, the chances are pretty 
good somebody will land on their backs. 

I would not suggest putting enough people on to survey every single 
item. I think that the system of random checks effectively and vigor- 
ously pursued is adequate. 

Mr. Hays of Ohio. One more question about this authority in Saudi 
Arabia. You say we are improving a port there. Do they have a 
navy, or why are we improving the port? For Aramco, or just what 
is the reason? 

Mr. Smiru. I am not aware of the details. This came out of the 
Richards commitments which were made before I arrived and I am 
not in a position at this moment to describe the project to you in 
detail, or give you the reasons for it. 

Mr. Hays of Ohio. I think it would be interesting to know that 
because I think that the Richards commitment, as far as Saudi Arabia 
is concerned, is a perfect, absolute, 100-percent waste, and I do not 
think we should be building any ports for them to increase the take 
of the King. 

It is my observation personally out there for what it is worth that 
some of our projects especially in the Near East and in some of the 
underdeveloped countries, are making the rich richer and the poor 
poorer because there are only two kinds of people out there and 
ultimately I think we are going to reap a whirlwind. If you can do 
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anything to reverse that trend, I think that will justify your tenure 
down there 1,000 times over. 

Mr. Samira. Thank you. 

I have not seen that trend, apparently, in the manner you have, 
but it is a trend we would discourage if it ever did appear. 

Mr. Hays of Ohio. There are only two kinds of people in most of 
those countries, and Saudi Arabia is a typical example. The very, 
very rich and those who live at such a low standard of living that we 
can’t comprehend how they exist. 

] think, if you examine your projects, you will find as was pointed 
out to me by a native of one of those countries, that the rich get richer 
and the poor get poorer and the people blame the United States. 

(The following information has been supplied by ICA for insertion 
in the record at this point:) 


DAMMAM Port PrRoJect 


The United States-Saudi Arabian agreement of April 2, 1957, which extended for 
5 years United States rights at Dhahran Airfield, also provided for United States 
assistance to Saudi Arabia in mutually agreed projects, with primary consideration 
to be given the expansion of Dammam port. A total of $20 million was set aside 
for the United States contribution to this project. 

The two governments were, however, unable to reach agreement on the details 
of the project before the end of fiscal year 1957. The administration requested 
that the funds be reappropriated, and this was done last fall. A plan for the port 
expansion has now been agreed upon by the two governments and the American 
Embassy at Jidda, Saudi Arabia, has been authorized to negotiate and sign the 
formal agreements under which the project can be carried out. 

Improvement of the Dammam port will relieve a major transportation bottle- 
neck in eastern Saudi Arabia which has had an adverse effect on both the public 
and private sectors of the Saudi Arabian economy. The port improvement 
project moreover, will benefit American shipping and the American investment 
represented in the operations of the Arabian American Oil Co. It will also facil- 
itate the movement of supplies to Dhahran Airfield. The congestion at Dammam 
port has frequently forced United States military services to utilize more costly 
alternative means of transporting supplies and has interfered with establishment 
of orderly supply arrangements. 

Acting Chairman Morean. Mr. LeCompte. 

Mr. LeComprr. Thank you, Mr. Secretary, for a fine presentation. 
I am not going to take any time. I am going to yield back my time 
unless someone around the table would like the time. 

Mr. Jupp. Will you yield to me for a minute? 

Mr. LeCompre. Yes, I am happy to yield to you. 

Mr. Jupp. Coming back to the $375 million you mentioned, what 
do you mean by improper use? 

Mr. Smiru. Let me ask the Controller who is directly responsible 
for this part of our activity, to answer the question. 

Mr. Murpuy. It comes about from a variety of reasons, Dr. Judd. 
The law says that at least 50 percent of the goods we finance must 
move on United States flag vessels. We write a procurement author- 
ization to a country and tell them this particular shipment has to move 
wholly or 50 percent on United States flag vessels and we find upon 
checking the bills, it did not move on United States flag vessels so 
we do not pay for it. We tell them the ‘y can’t import luxury-type 
items. We authorize a country to import automobile spare i and 
chassis and stripped down stuff, Chevrolets, Fords, and Plymouths 
and some smart importer slips in a Cadillac and we catch him and he 
has to put the money back. It comes up in dollar commissions, kick- 
backs to importers in other countries. 
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The supplier has to lay out all the details about the particular 
transaction. We forbid paying foreign importers commissions in 
dollars. The certificate which must be sworn to and which is publish- 
able as a false document presented to the United States Government 
if it is false, yields the kind of information we need to check this. If 
we find it, we force the supplier in that instance to pay the money 
back, in which case he pays commission twice instead of just once. 

We find examples of nonutilization. We finance property intended 
for a specific purpose and use in a country. We put end-use checkers 
on the job after it arrives and we find it laying in the warehouse for 
6 months or a year. We refuse to finance it and ask for the money 
back and we get it. 

We find various kinds of noncompliance generally with our regula- 
tions. Once in a while somebody buys an agricultural commodity 
outside the United States and we refuse to finance it. Or they pay 
a price in excess of the United States market price that prevailed on 
the day they made their contract. We refuse to finance it. 

At any time we make a payment like that, we demand a refund, 
and the agreements we have with the country on each transaction 
give the Director of the agency the right to demand a refund for any 
reason whatsoever, up to 3 years after the date the transaction is 
financed. 

We audit these things on a careful, selective basis. We try to get 
geographic coverage, we try to get coverage by type of program, 
defense support, technical cooperation, special assistance. We try to 
get coverage by commodity, textiles, coal, steel, industrial machinery. 
We try a sampling and obviously, if we find something wrong in one 
area, we dig deeper until we think we have found all the things that 
are wrong. 

As Mr. Smith has said, the very existence of this activity provides 
a very powerful deterrent to would-be violators who know that Joe 
got caught and had to pay up. 

Mr. do pp. It is in part recovery, and in part it is just not paying 
a bill, if you find the bill is not in order? 

Mr. Murpuy. It depends on the method in use in a particular 
country. Some like to pay all the bills themselves and bill us for 
reimbursement. In that case, we audit them before they are paid and 
just refuse payment. 

Other countries may, because of a shortage of dollar exchange, use 
the system set out in the law whereby we issue letters of commitment 
to United States banking institutions in which case our money gets 
paid out in the first instance by the banks but then we get a refund 
when we have audited the transaction and find out that it is improper 
in any respect. 

Mr. Jupp. We were told here that there had never been an overall 
internal audit in the military part of this foreign aid program. Have 
you had each year an internal audit of the economic assistance 
programs? 

Mr. Murpuy. We have quite a vigorous internal audit program 
now, Mr. Judd, but it has grown up since 1954. We set up a separate 
internal audit staff in my office and we have 12 professional auditors 
who are traveling overseas most of the time auditing on the spot. 
Before they go out, they audit the transactions having to do with that 
country in W ashington and they build up what we call a compre- 
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hensive audit analysis of the situation on the programs they cover 
and we are again using the selective approach, we are hitting ‘the big 
countries where the big money is, mixing them geographically ; and then 
trying to mix in some small countries and medium-sized countries. 
We are doing the best we can to spread a network of audit activity 
over the whole program with the idea of trying to eliminate any 
possible irregularities. 

Mr. Jupp. Thank you very much. That is a very fine statement. 

Acting Chairman Morean. The time of the gentleman has expired. 

Mr. Selden. 

Mr. SeipEen. Mr. Smith, could you tell me what percentage of the 
funds that are used by the ICA to purchase commodities is spent here 
in the United States? 

Mr. Situ. In the last half of calendar year 1957 it was 55 percent. 

Mr. Sunpen. Under section 510 of the Mutual Security Act of 1957, 
as it was amended last year, the President may determine that the 
procurement of certain commodities should be limited to this country 
because of surplus labor in certain areas. Am I correct in that 
statement? 

Mr. Smitru. That is part of the law. 

Mr. Sevpen. As a result of recent increases in unemployment, is 
consideration being given by the administration to the purchase of 
additional commodities in this country rather than outside of this 
country under the ICA’s program? 

Mr. Smitu. Consideration is being given by the administration to 
the total problem of the so-called recession, or however you want to 
refer to it. 

Section 510 of this act provides one of many ways in which the 
situation might be eased. 

I have been looking at this myself to see what the possible impact 
would be on the domestic economy, if the act were brought into play 
with regard to either some industries or the total thing. 

The amount of dollars runs about—well, in the first 6 months of 
fiscal year 1958, this program spent $46 million overseas on machinery 
and vehicles, and $186 million in other goods, so that this is the 
amount that we are working with. 

In other words, this is the amount that was bought as the result 
of worldwide competition. If we put section 510 into full force, in 
everything we do, this is the additional amount that would be brought 
back into the United States in round figures. So that the impact 
is not anywhere nearly as great as I believe people think it might be. 
The impact on our domestic economy. 

Now the effect on our foreign relations has to be balanced against 
this. This is a very basic policy change. If we decided we are 
going to focus all of our procurement here in the United States, this 
would bring about certainly some reprisals from other countries and 
would weaken the foreign trade structure. 

Mr. Sevipen. Of course, I did not say all in the United States but 
I thought, perhaps in some depressed industries, it might be helpful. 

For example, I had a visit several days ago from representatives of 
the coal industry in my State. That industry, of course, is depressed. 
They pointed out to me that under this program we are still buying 
coal from Australia and buying coal from Japan, and that it is im- 
possible for them to compete with their prices, 





416 MUTUAL SECURITY ACT OF 1958 


My question was whether or not we were considering seriously the 
possibility of buying more commodities in this country, in certain 
depressed areas, under this program. 

Mr. Smiru. In the last contract awarded for coal, American com- 
panies got only 25 percent of the total and the others, I think, went to 
Australia or Japan or some other place. 

I gather from what you say the chances of coming down, pricewise, 
are not feasible. 

Mr. SELDEN. I[ was informed that it was not possible for them to 

compete with the Australian prices. 
‘Mr. Samira. I can give you here in a minute the total amount spent 
on coal. In the first half of 1958, we bought $12.8 million worth of 
coal and $10.8 million worth were bought within the United States, so 
we have been running over 80 percent in coal, 

Now, this last contract was only 25 percent, and it is obvious there 
is much more serious competition for the world market today. People 
are bringing prices down and how we are going to adjust to this, I 
do not know. We are going to try to bring our own prices down or 
establish arbitrary ways of forcing the business to this country. It is 
a very serious question. 

Mr. SeLtpen. However, your answer to my question is that it is 
being considered. 

Mr. Suir. Yes,sir. We are looking at this problem very seriously, 
in relationship to both the domestic economy and our foreign policy. 

Mr. Sevpen. Thank you. 

Acting Chairman Morean. Mrs. Church? 

Mrs. Cuyurcu. Thank you, Mr. Chairman. Mr. Smith, do I 
understand from your Controller that there was no audit made of the 
program or of its operations before 1954? 

Mr. Situ. I don’t know the answer. Let me ask Mr. Murphy to 
give us his statement. 

Mr. Murpuy. I did not mean to give that impression, Mrs. Church. 
The audit activity that was carried on before 1954 was quite a lot 
less vigorous and comprehensive than it is now. 

There were auditors in the Washington offices and there were 
controllers in the missions overseas, but the vigorous approach we 
have taken over the past 3 or 4 years has been to try to pull together 
what we call a comprehensive audit which pulls all of the transactions 
having to do with a given program together to be looked at by 1 or 
2 auditors across the board. Previously, the audit was performed on 
a transactions basis. 

Mrs. Cuurcu. May I say, sir, I think those of us who have listened 
to you from time to time are thoroughly convinced that you are making 
an honest and excellent audit. I, myself, am shocked to find that 
there seems to have been no overall audit in the ICA program any 
more than there was, as came to our attention last week, under the 
military-assistance program. I want to ask Mr. Smith: Would it 
not be possible and proper for ICA to promise such an overall audit, as 
the military-assistance administration has promised? 

Mr. Sarru. I think we are one better than giving you a promise. 
I think we are in the process. 

Mrs. Cuurcn. How soon would we be able to have it, Mr. Smith? 
Now then, I do not mean since 1954, but going back to the beginning 
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of the program, so we can have a picture of what actually has been 
spent and where? 

Mr. Murpuy. We have that information right now, Mrs. Church. 
We can tell you where every dollar went. 

Mrs. Cuurcu. In other words, you would say that there had been, 
from the inception of the program, an adequate audit, year by year? 

Mr. Murpuy. I would say there has been adequate accounting, and 
we can tell you where the dollars have gone, country by country, and 
by type of assistance, and so forth. The audit.program has grown up 
with the program as a whole, and I would say that the audit program 
we are running today i is far more sophisticated than the audit program 
that was being run 5 years ago. 

Mrs. Cuurcu. I am glad to hear that. I do know, however, that 
many in the Congress were shocked to hear from the report of the 
General Accounting Office that there had been no overall audit, as it is 
called, in the military-assistance program; and I would certainly like to 
establish the fact, if you have indeed made an audit, that such has 
been made, and that the report is consistent, thorough, and available. 

The reason I bring that up at this point, if I may, is that Mr. Smith 
made the point that the $375 million refunded for improper use should 
be considered as against a total overall spending of $21 billion since 
the inception of the program. If there is a complete record, then I 
think that the above is a fair statement, but, if the record deals only 
with recent years, it is not a complete picture. 

Mr. Murpuy. I did not mean to create that impression. There 
have been audit activities since April 3, 1948, when ECA opened its 
doors. 

Mrs. Cuurcu. How long has the ICA Administrator been seeking 
what funds were being used improperly? 

Mr. Murpny. Since the doors opened. 

Mrs. Cuurcnu. Has the Department ever made a record of what 
might be called the waste in administration? Not improper use, but 
actual waste, due to inefficient programing or poor operation? Would 
it be possible to get any estimate of what that amount would be? 
I think that a great many in the Congress feel that, even with the 
best of intentions, there has been a misdirection of the program 
throughout the years and that certain weaknesses have arisen through 
administration. I think that it is not quite fair for us to go, as a 
committee, to the Congress and try to claim that $375 million, as 
against a total of $21 billion, represents the total amount which has 
been used reprehensively, because waste is just as important in a 
program as misdirection or misuse. 

Mr. Murpuy. The only way that question could be answered, to 
my knowledge, Mrs. Church, would be to audit every individual 
transaction, and we would need an army of auditors larger than all 
the other employees we have in order to do that. 

Mrs. Cuurcu. Personally, I would be willing to vote you the money 
to see that that audit be made. The whole program will fall of its 
own weight, unless a change occurs. 

Now, if I may go to Mr. Smith for just a minute. I think you are 
doing an excellent thing in picking up these false rumors and refuting 
them, but I also think that it has to be recognized that in most 
instances they are not just made out of pure “cloth.” 
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For instance, as regards the item of Afghanistan, we do not have an 
Air Force in Afghanistan. I have been in Kabul. At the time, I 
think we had 2 marines—maybe 4—as our full military force in 
Afghanistan. Now, the action to which you referred, for instance, 
meant sending someplace else to get the airplanes which took the 
Moslems to Mecca, and even if in this case, also, the proceeds were 
given to charity, as in the case of the other use of planes for Mecca, 
I am not sure but that that could be subject to a bit of criticism in a 
very sensible community which is paying taxes for the program. 

I have a second question, and I am going to go on to it. When I 
was overseas this year, the thing that shocked me most was the fact 
that even the heads of countries in many cases did not recognize at 
all the fact that this mutual assistance program was being paid for by 
the person we respectfully refer to as the American taxpayer. 

I found, for instance, in Egypt, that a man very high in the Gov- 
ernment tried to make me produce evidence that this was not coming 
out of a so-called overall American abundance. And I am inclined 
to think, Mr. Smith, one reason that we have failed in getting across 
our story of what makes America tick, is because we have failed to 
explain the program as one for which individual American taxpayers 
are actually paying. 

In Spain I talked to an official who said “Do you mean to say the 
American taxpayer is paying for this?” 

I said, ‘‘Why certainly.”’ 

He said, ‘Well, I just wouldn’t do it.” 

I think one reason why it is difficult to sell the program here is 
because the reports come back consistently from those Americans 
who have traveled overseas, officially and unofficially, that despite 
the expenditure of the $60 billion, there is not any appreciation of 
why we do it. 

1 do not believe the program, no matter how much you spend, will 
ever really succeed in meeting its original purpose of showing what 
it is Americans stand for, unless somehow or other you make evident 
to the people of the world that the individual American is paying the 
cost. 

By the same token, I do not believe that you can laugh off—and I 
know you are not attempting to do that, Mr. Smith, but no one can 
attempt to laugh off—the growing skepticism of the American people 
who have increasing evidence that in their mind at least, they are not 
getting their money’s worth. 

Now, I think that is a major problem with respect to the operation. 

Thank you, Mr. Chairman. Iam sure I have overstepped my time. 

Mr. Smiru. I am very glad you mentioned this question of possibly 
laughing off criticism. We have no intention of doing that at all. 
We would like to sort the criticisms out as quickly as possible so that 
we do not devote time doing work on the insignificant ones, and that 
we do put full time on the serious criticism. 

Mrs. Cuurcu. May I in explanation say that I am very happy to 
know that you are doing it and to have you doing it, Mr. Smith. 

Mr. Smita. Another item which you brought up which I think is 
very important, is the lack of understanding of the motive behind 
this program in the minds of the foreigners, the beneficiaries. This 
is a very sensitive thing because, if you are doing something to help 
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someone else, you do not like to rub it in, so we do not do that through 
ICA at all. 

USIA does, under the skillful leadership of Ambassador Allen, 
bring this point out from time to time, and I think they are doing it 
very well. 

I had an interesting experience in a country—lI just made one quick 
trip to really sort of get a look at what was going on—and I was away 
for 12 days. I discovered during that time that some of the high 
officials of these countries themselves do not know what we are doing. 
They see it on a bit of paper that goes across their desks but I took 
some of them out into the back country and they were absolutely 
astounded to see the concrete evidence of what the program was doing 
for them. I think we just have to do that more. I think our own 
people, when they go through one of these countries, they have to 
stay in the capitals and on the beaten track and they do not see the 
really good work going on in places where you would not expect to 
find an American at all. 

So, I hope we will be able to develop a good deal in that direction 
to make foreigners more familiar with the work and with the fact 
that it is the American people who are backing the program. 

Acting Chairman Morean. Mr. O’Hara. 

Mr. O’Hara. Thank you, Mr. Chairman. 

Mr. Smith, first, I wish to make a request—Mr. Fountain had to 
leave and I join him in the request, that in your statement which 
you are going to put into the record on the $375 million that you have 
received, that you also put in a statement as to the amounts that you 
could not recover after you had found they had been improperly 
expended, where you had made a request for the refund and refund 
was not made. 

Mr. Fountain asked ‘me to make that request of you. 

Mr. Smita. Thank you. 

Mr. O’Hara. Mr. Smith, I was glad to see you come out fighting 
and fighting offensively. I am going to be just as forthright and 
frank with you as you have been with the committee. The criticism 
that I hear most, and the one that conforms with my own experience, 
is that your operation heretofore has been on a closed-corporation 
basis. I agree substantially with my colleague from Ohio, Mr. Hays, 
in his observations on that score. In your statement you have em- 
phasized the educational program and the exchange of teachers and 
students. They are fine programs. They would be better in their 
benefits if their operation were not on the closed-corporation concept. 
This, also, goes to the Fulbright program. It is a closed corporation 
conducted by a little group of insiders with the spirit that the bureau- 
crat can do no wrong. Many educators with whom I have talked 
think it is high time that the administration of a program that could 
do so much for our country got a thorough airing. 

Recently there came to my attention a man of great ability and ef 
great experience who had applied for a position in ICA. He was 
turned down because he did not have a college degree. 

Are you following that rule that no matter what @ man’s experience 
may have been, no matter what his ability may be, if he has not a 
the good fortune to have received a degree, he is ineligible for 
position? 
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When your predecessor appeared before the committee last year, 
I pointed out that, of your personnel, few come from the Middle West. 
Now I wish to call your attention to the fact that among ICA per- 
sonnel are very few from Chicago and from the Middle Western 
States. I wonder why. I wonder why one has to go down East and 
get credentials before he can even get an audience. 

I have had distinguished men and women in my section of the 
country say that when they write in some little bureaucrat writes 
back and says “Send in this form and then you will be considered.” 

And then there is no reply when the form is sent in. And yet you 
expect me to go out and sell this program in the Middle West. I am 
doing my best, but I am doing it under a great handicap. 

Mr. Smiru. That is a very interesting criticism, sir, which I have 
not heard before. I will have a look at it. 

With respect to the specific item of whether you have to have a 
college degree or not, it is perfectly clear that people have developed 
experience and qualifications that would be useful to this program, 
regardless of whether they have a college degree or not. If it is a re- 
quirement, it is a self-imposed one which I personally do not feel is 
supportable. 

The thought that this organization is a closed corporation being 
run by what you refer to as a rather close group of it deaue ee it is 
certainly not the intent that this should be the case. I do not believe 
it is, but [ can assure you that I will make every effort to prevent it 
from either being one or becoming one. 

Acting Chairman Moraan. The gentleman has one-half minute 
left. 

Mr. O’Hara. What is the size of your personnel in Africa? 

Mr. Situ. We have the exact count right here. 

Mr. O’Hara. And could you give me the number of Negroes? 

Mr. Smirx. The total United States nationals in Africa as of June 
30, 1958—this is an estimate—would be 654. We do not have the 
breakdown here that you have asked for but we can get it for you. 

Mr. O’Hara. Could you, Mr. Smith, put in the record the size of 
the personnel, and I mean Americans, not the natives who are 
employed, in each of the countries that are predominantly Negro 
and the number of Negroes on your staffs in each of those Negro 
countries? 

Thank you very much. 

(The information requested is as follows:) 

Under the present practice of our agency based on the policy announced by 
the President, we do not keep cumulative records of numbers of personnel classified 
according to race or color. Such information is no longer required of applicants. 

Acting Chairman Moraean. Mr. Adair. 

Mr. Apatr. To get back to the question of defense support, I under- 
stand it to be your position that defense-support money is essentially 
economic aid with defense overtones or connotations. Is that a correct 
statement? 

Mr. Smiru. I am not going to say that is not correct, but I do not 
think it is descriptive. I do not think that is descriptive to say it has 
defense overtones. 

It is economic aid but I am going to go back to the definition again, 
because if we keep ad libbing definitions for this thing, we will be so 
confused, we will not know where we are. 
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It is economic aid which is required, in other words, to secure a 
specific contribution to the common defense by another country in 
which United States military aid is helping to support significant mili- 
tary forces. 

The need for it is based on the proposition that the security of the 
United States will be materially enhanced by securing certain contribu- 
tions to the common defense by other nations which do not, because of 
their economic or political circumstances, have the capacity to make 
such contributions without outside assistance. 

In other words, with defense support, we are enabling countries to 
provide some military assistance to the common and mutual security 
that they could not otherwise do. 

Mr. Apair. To go back to some of the instances which you discussed 
earlier, the matter of the building of baths in Egypt, was that a 
defense-support financed project? 

Mr. Smiru. That was a technical cooperation project in the health 
field. 

Mr. Apair. Was there any defense support money in that? 

Mr. Situ. No, sir, none. 

Mr. Apvatr. The highway construction, or financing, was there any 
defense support in that? 

Mr. Smitrx. That was another technical program with no defense- 
support money in it. 

Mr. Aparr. The use of the planes for transportation of Arab 
peoples to Mecca, was there any defense-support money? 

Mr. Smiru. No; and that was reimbursed by the users, themselves. 

Mr. Apatr. Now that reimbursement, you say that was turned over 
to charity; is that correct? 

Mr. Situ. In the case of the pilgrims to Mecca—I do not know 
what happened to the funds in the Afghanistan case—when I say, I 
do not know what happened to them, I mean it does not state here, 
but that is true in one case. 

Mr. Apair. Two questions about that: First, under what legisla- 
tive authority was that money turned over to charity, and to what 
charities did it go? 

Mr. Smiru. Those are excellent questions that I thought of myself 
when I read this. 

I doubt if there was any legislative control over that income. I do 
not know. I will have to check on that. : 

Mr. Aparr. In other words, you are not able to cite the legislative 
authority for that act? 

Mr. Smiru. It was not within the mutual security program so it is 
out of my bailiwick. 

Mr. Aparr. Then the second part of that question: To what charity 
or charities, did this money go? 

Mr. Smiru. The statement here is, ‘““The funds so collected were 
distributed to Moslem charities.”’ 

Now, as I have indicated, this was not ICA money nor is it within 
ICA jurisdiction so I do not know the precise charities. 

Mr. Apartr. You addressed yourself to the question and that is the 
reason I was following it up. 

Mr. Smiru. The question was addressed to me because someone felt 
it dealt with ICA administration, which it did not, in fact. 
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Mr. Aparr. You do not have any further information upon where 
that went, then, that is the answer? 

To which specific charities, or the individual who authorized that? 

Mr. Smiru. No, sir, I have no further information on that. 

Mr. Aparr. My final question: Some place in your statement I 
found that you said you had had to take a transfer of $30 million 
from the military-assistance program. 

Mr. SmitH. We reached agreement with the military assistance 
people that they will make $30 million available to us on the economic 
side. 

Mr. Apartr. Is that out of the 1958 funds? 

Mr. Smiru. That is out of 1958 funds. 

Mr. Aparr. So, apparently they had that amount that they could 
spare out of their funds? 

Mr. Smira. The way they talked about it, they could not spare it 
and there was quite a battle in reaching that agreement. 

Mr. Aparr. They have agreed to do ‘80? 

Mr. Smita. They have the money in hand but they have agreed 
to do so. 

Acting Chairman Morcan. The gentleman’s time has expired. 

Mr. Farbstein. 

Mr. Farssrein. Mr. Smith, we have been hearing talks about 
audits. What happens to the end product? I would like to go to 
the other end of this thing and ask you who determines how much 
money we spend and where we spend it. Who determines how 
much is granted and where it is to be granted? 

Take me through, if you possibly can, the story of a grant to a 
particular country or the story of the expenditure of money in a 
particular country. 

Mr. Smitu. This is scheduled for presentation this afternoon. It 
is the first thing coming up. We are going to give you that in detail. 

Mr. Farsstern. Skipping the dets ails, can you answer my questions, 
my first and second questions? Who determines where the money is 
spent and how much is spent? 

Mr. Smitru. The Department of State in conjunction with the ICA 
makes the two determinations that you refer to. 

Mr. Farpstein. That is with relation to what phase of it? 

Mr. Smite. We are talking now about nonmilitary funds in the 
mutual security program. 

Mr. Farsstern. Now, break down the Department of State. 
I mean, that as a general statement ‘Department of State,’ can you 
particularize or be more definitive in advising me how the Department 
of State determines and how the ICA determines the amount of 
money that is to be spent and where it is to be spent? 

Mr. Smirx. To particularize, we would have to select one given 
country and this immediately then begins to fit into the organizational 
structure of the Department of State and the ICA 

We have specialists, economists, who study particular countries. 
We have political people to study the political side. 

Both the Department of State and the ICA maintain people in the 
countries who are dealing with these problems, and they make a 
study, starting now for next year, or starting, say, about a year ago 
to produce the data which is going to be presented to you during this 
presentation. 
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The exact manner in which it is done will be spelled out this after- 
noon. But this involves representatives of State and ICA, in each 
individual country, plus the people who study it from our point of 
view back here in Washington to see whether the country’s individual 
requirements are reasonable in relationship to the requirements of 
other countries and reasonable in relationship to the economic strength 
that is available here in this country. 

Mr. Farsstrern. Are you going to take us through that this after- 
noon? 

Mr. Smiru. Yes, sir. 

Mr. Farssrein. Then I will withdraw my question. 

Acting Chairman Morean. Mr. Curtis? 

Mr. Curtis. Thank you, Mr. Chairman. 

Mr. Smith, are the funds requested by ICA rockbottom figures? 

Mr. Sairu. Yes, sir. The request that is being made for nonmili- 
tary funds has been given very careful consideration, particularly in 
the light of the action of Congress last year and my guess is that, if 
anything, we were a little timid as a result of what happened in 
Congress last year, in coming up with the funds that would be neces- 
sary to tackle this problem i in an aggressive sort of way that we should 
under today’s circumstances. 

Mr. Jupp. Will the gentleman yield? 

Mr. Curtis. I will be glad to yield. 

Mr. Jupp. There are still questions about the term, “defense 
support.” A term suggested by Congressman Curtis is “economic 
assistance for defense support. ” There is always the charge that we 
are trying to disguise economic assistance under the umbrella of our 
overall national defense and, therefore, we label it money for the 
defense of America, when, actually it is economic assistance to 
support the defense efforts of these countries—economic assistance to 
make possible that defense. 

Isn’t that actually an accurate, short moniker? 

Mr. Smirn. The phrase would be ‘“‘economic assistance in support 
of defense”’ or ‘‘for defense support.”’ That is as good a descriptive 
short title as I have heard. 

Mr. Jupp. We had 3 or 4 proposals the other day but none was as 
good, it seems to me, as this one, ‘economic assistance for defense 
support”’ instead of just calling it ‘defense support.”’ 

Mr. Smiru. I think a lot of people feel ‘defense support’? means 
a gun or a tank or something like that. 

To use “economic assistance for defense support’”’ is more descrip- 
tive. 

Mr. Jupp. Mr. Chairman, I cannot ask for an answer now, but I 
would like to have as one of the examples that Mr. Smith discusses, 
perhaps for the record, the recent charge though it is a rehash of an 
old one, about a road in Thailand that was supposed to cost so many 
million dollars and now the cost is up about 50 percent and only 
half of the road is constructed. What is the full story of that road? 
Maybe you can put it in the record now if you have it. 

Mr. Smitru. I am sorry to say we have not got that story with us. 

Mr. Jupp. Very well. I got a letter about it day before yester- 
day. I will see that you get it. 

One other question: On page 23 you speak of all funds being 
programed, 
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Are they also obligated? 

Mr. Saira. No, sir. 

Mr. Jupp. What do you think is going to be the state of obligated 
funds as of the end of this fiscal year, obligated and unobligated? 

Mr. Sairu. It will be somewhere between 101 and 120 unobligated 
at the end of the year and of that, the majority—that is, up about 100, 
will be loan money from the Development Loan Fund, and this was 
anticipated. It was perfectly normal that we would not place all that 
money. 

Mr. Jupp. How much of the grant money is likely to be unobligated 
as of June 30? 

Mr. Sairu. It will be down to between $10 million and $15 million. 

Mr. Jupp. There was one year when it was over $1 billion. I guess 
that included the military, too. 

On page 14 you talk about the 11 countries where you made a study 
of the numbers of United States and Soviet personnel and in those 11 
countries the Communists had more technicians and other people at 
work than we have. 

Maybe you do not want to give the exact names of those 11 coun- 
tries, but were they in general the countries that are right around the 
Soviet perimeter where the most likely next-intended victims are? 

Mr. Suitru. We will submit the names right now. 

(The information is as follows:) 


Unitep States anp Soviet Bioc Mission PERSONNEL IN 11 UNDERDEVELOPED 
CouUNTRIES 


The attached table sets forth the numbers of United States and Soviet bloc 
mission personnel in 11 underdeveloped countries. These countries were selected 
in an attempt to achieve a balance between those where United States effort is 
concentrated and those where Communist effort is concentrated together with 
a sampling of areas where both the United States and the Soviet bloc have 
sizable economic programs. 

Soviet bloc figures are necessarily approximations since in many cases complete 
data is lacking. More important, the classification of personnel is somewhat 
arbitrary since the status and functions of individuals in the United States and 
Soviet bloc missions are not always comparable. 

The table is designed only to give a general comparison between United States 
and Soviet bloc mission personnel using 11 countries as examples. It should not 
be taken as a comparison of the total United States and Soviet efforts in under- 
developed countries. The fact, for example, that few African and no Latin 
American countries are named does not mean the Soviet bloc is not active in those 
areas. Trade-mission personnel are important tools of Soviet bloc economic 
penetration, to take another example, but because of the difficulties of obtaining 
comparable figures, they are not included. With the exception of military at- 
tachés, no military personnel or technicians are included in the figures. 
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United States and Soviet bloc mission personnel in 11 underdeveloped countries 


[Figures rounded to nearest 5]! 




















United States Soviet bloc # 
Country | 

| Diplo- |Adminis- Diplo- |Adminis- 
Total | matic? | trative4 | Techni- | Total | matic’ | trative4 | Techni- 
and con- | superin- | cians 5 and con-| superin- | cians 6 

sular tendent sular tendent 
Afghanistan _. hon 170 10 30 125 535 40 40 455 
Burma. .-_-_---- auaks2 50 15 Oe F262 2555 ( 150 50 40 60 
Cd cane : ‘ 65 10 25 30 35 10 15 5 
Egypt- loaertet 75 35 Ol Eivoneenees 545 90 90 360 
OSES resee Loh 365 50 135 180 460 100 100 260 
Indonesia-.-_-_- ee ; 240 20 | 75 150 210 60 45 105 
Tran. aebct ‘ »dkteas 400 35 65 300 220 65 145 5 
Lebanon. _-- ital 120 20 45 55 70 25 i ideneets~ 
Morocco......... . 85 20 55 | yy ae it cktdvanbloutbloatsetersde 
NN .. ess sbeda 25 15 Ee Bs ; 195 50 35 110 
Turkey... aint r 290 40 | 65 185 160 85 55 15 
Mets. 2... ~ieccedduneat isan 70 585 1,035 | 2,570 580 615 1,375 














1 For the most part, as of December 1957. Since figures have been rounded they may not add to total 
shown. 


2 Includes U. S. 8S. R., Communist China, Bulgaria, Czechoslovakia, East Germany, Hungary, Poland, 
and Rumania. 
3 Includes political, economic, consular officers, and attachés. 


4 Includes administrative officers of the foreign service, all officers of peripheral agencies, and all secretarial 
and clerical personnel. 


5 Includes direct-hire personnel, personnel on loan from other agencies, consultants, and contractual 
employees paid from ICA funds. 


6 Minimum estimates of specialists working for a period of 1 month or more between July and December 
1957. Personnel solely in trade promotion or military activities are excluded. 


Mr. Jupp. I am trying to find out if you made a general sampling, 
including Latin America, Africa, and Western Europe, or if you took 
the countries right around the ‘Soviet Union where it has been my 
observation they are focusing their attention now? 

Mr. Smrra. I think you are correct. This shows very clearly in a 
map which is in your worldwide book. 

Mr. Jupp. It also highlights the fact that the actual impact of the 
Communists’ $1.9 billion really is greater than our large sums be- 
cause theirs is concentrated in these few strategic countries and ours 
are scattered worldwide. So that, while our total of dollars is consider- 
ably larger than theirs for the world, we may not be putting as much 
dollars into these 11 countries as they are. 

Acting Chairman Morean. Thank you, Mr. Smith. 

The Chair wants to inform the members present that the rollcall 
now proceeding on the floor of the House is almost at the end of the 
second round. 

The committee will stand adjourned until 2:30 this afternoon. 

(Whereupon, at 1 p. m., the committee adjourned until 2:30 p. m.) 


AFTERNOON SESSION 


The committee met in executive session, room G-—3, United States 
Capitol, at 3:10 p. m., Hon. Thomas E. Morgan (acting chairman) 
presiding. 

Acting Chairman Morean. Now we are in executive session, 
continuing our consideration of the mutual security program for 1958 
including authorization for the fiscal year 1959. 


21862—58—pt. 3—-4 
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Our witness is John H. Ohly, Deputy Director, Program and 
Planning, of ICA. He has no statement, and he wants to. go into a 
discussion from his notes. 


STATEMENT OF JOHN H. OHLY, DEPUTY DIRECTOR, PROGRAM 
AND PLANNING, ICA 


Mr. Ontuy. Mr. Chairman, and gentlemen of the committee, I 
am happy to be back with the committee this year in connection 
with the presentation of the program. The purpose of our presenta- 
tion this afternoon is twofold. The first purpose is to describe the 
various forms of aid which are used in our program—to define each 
of them, to tell you something about their history, to show the pur- 
pose which each is intended to serve, and to give the broad justification 
for their inclusion in a program for the mutual security of the United 
States. 

Now, inter alia, in the discussion of these forms of aid, I want to 
do two other things. In the first place, I want to deal with a large 
number of matters concerning defense support that have become the 
subject of public concern, particularly as a result of various conclu- 
sions contained in a recent report of the Hardy subcommittee of the 
Government Operations Committee of this House. In the second 
place, I want to present the actual justification for the fund request 
which we are making for one of these forms of aid and which will 
not be covered in any great detail at a later stage, namely, the pro- 
posed $200 million contingency fund. 

The second purpose of our presentation this afternoon is to indicate 
to you the way in which an aid program is developed and, more 
specifically, the procedures that are followed in determining either 
(a) the aid level which is proposed illustratively for any country in 
the program presented to the Congress or, subsequently, (b) the aid 
level that is finally worked out for a country after we have received 
our appropriations and must determine an operating aid level for the 
fiscal year. 

I will cover the first part of this presentation, and Mr. John Bell, 
who is the Director for the Near East and South Asia area in ICA, will 
deal with the second part. Since the two parts are related—although, 
of course, this is entirely up to your discretion—I believe that your 
questioning might be most useful if it were postponed until both of 
us have concluded our statements. 

I shall apologize in advance for the length of the informal statement 
that I am now going to make, but I am dealing with a problem that 
is very complicated, and one in which all of you have evidenced a 
great deal of interest. I want to leave you this afternoon with a feeling 
that the confusion which apparently surrounds this subject has been, 
in part, removed. While I don’t suggest that all the problems 
concerning defense support will necessarily be resolved as a result of 
this appearance, I hope that you will at least have a full picture of 
the executive branch’s position and of the history of defense support 
and the other forms of aid. 

Originally, when we first started our large postwar aid activities, 
we had simply a military-assistance program and the Marshall plan 
program of economic aid to Europe. These were two separate 
programs, which were not legislatively joined until several years later. 
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To these we later added a third separate program, the point 4 pro- 
gram, a program of technical assistance. Then, subsequently, our 
activities were expanded to include capital items and other kinds of 
assistance for the less developed areas of the world. Finally, we 
rolled up all these activities into a single package which we called 
the mutual security program. 

There were, and are now, various reasons why, instead of simply 
appropriating a lump sum for all of these different mutual security 
purposes, it is helpful to divide the total aid requested into a number 
of different parts—into several categories of aid. I would like to 
mention some of these reasons, because I think they may affect your 
own thinking as to whether or not the categorization of aid that we 
now have makes sense, and because, if you should decide that some 
other categorization would be preferable, they represent the factors 
which you would wish to have in mind in developing new categories. 

In the first place, there is the matter of presenting the aid program 
in such a way that the purposes of its various parts are made unmis- 
takably clear to the Congress and to the American public so they know 
the reasons why the aid is being provided. 

In the second place, it is important, in terms of our foreign relations, 
that there should be no confusion on the part of those who receive our 
aid as to the purposes for which we are extending it. In other words, 
aid which is, in fact, designed to help another country to develop 
should not be painted as military aid. Similarly, we should not place 
under the category of economic aid things which are clearly military 
in purpose. We don’t want to fool the people to whom we are giving 
this assistance as to its purpose. 

In the third place, the division of aid into categories has importance 
from another foreign-relations standpoint. This is because we have 
become accustomed, and, I think properly so, to attaching different 
kinds of conditions to different kinds of aid. When we give aid to 
other people for military purposes, we call for certain kinds of specific 
assurances that we do not try to ask from countries to which we are 
extending only economic aid, and where we may have problems of 
neutralism to contend with and may have real problems in handling 
the aid program at all. 

A fourth factor is the factor of administrative convenience. It 
would be possible and, possibly, desirable, in terms of precise clarifica- 
tion, to divide the aid program into perhaps as many as 10 or 15 differ- 
ent categories, but that would make for great difficulty in administra- 
tion. Consequently, the tendency has been to group our aid into as 
few categories as possible consistent with meeting the other standards 
affecting aid categorization as well. 

A fifth consideration affecting this subject is the question of whether 
or not particular aid can or should be extended on a loan or grant 
basis. This is an important factor because, for example, as you 
know, in the case of the Development Loan Fund, which was set up 
last year to finance capital development in other countries, aid can 
only be extended on a loan basis, and yet there are situations where 
it is important, in terms of our national interest, to provide aid for 
economic development on a grant basis. Nepal is an example. In 
Nepal we extend aid of [security deletion] for economic development 
purposes. It would make no sense to do it on a loan basis [security 
deletion]. 
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The foregoing are some of the factors which have affected the 
categorization of aid in the past and which, I think, should affect 
the selection and definition of aid categories in the future. Turning 
to the present division of aid, I would say that the following two 
factors have been most influential in our decisions. 

To begin with, it was—and still is—our feeling that the single 
most important thing to do in effecting our division of aid into cate- 
gories was to make it possible for sddiehe to know the real reason, the 
real purpose, the real justification, for the aid that we were providing. 
Consequently, last year, when we presented our program to the 
Congress, we attempted, initially, to divide all types of aid into four 
general classifications, based on purposes. In the first classification, 
we included all aid that we felt was necessary to accomplish a military 
objective, and hence was relatable to, and should be treated with 
and considered in conjunction with our own Department of Defense 
activities. In this group we had two categories—military assistance 
and defense support—and I will come back to discuss both of these 
later. 

In the second classification, we tried to include all aid that had 
as its primary purpose the furtherance of economic growth; that is, 
economic growth that was over and above, and apart from, any 
economic growth that might be necessary as an indispensable factor in 
accomplishing a defense-support objective in a country. In this group 
we had two categories—the Development Loan Fund and technical 
cooperation. 

In the third classification, we included aid for any other political or 
economic purpose which did not fit into any other of the foregoing 
categories, and to all aid falling in this classification we gave the 
name “special assistance.” 

The fourth general class consists of funds which are designed to 
cover contingent requirements that may arise in any of the other 
three groups which I have mentioned. Last year we grouped such 
contingent funds together with, and treated them as a part of, special 
assistance. This year, however, we have recognized the essential 
separate nature of these funds—that they are a reserve for all other 
categories of mutual security activities—and are proposing that they 
be set up in a new appropriation account. 

Then, having so grouped all aid very generally according to its 
broad purposes, we thought that the second most important thing 
to do was to consider the form which the aid took and the manner in 
which it was provided. Thus, if the purpose of the aid was military 
and it was delivered directly to the military forces of another nation, we 
called it military assistance. However, if it was aid of an economic 
character that did not go directly to the military forces of another 
nation but which, nonetheless, was necessary to support the defense 
burdens of that country, we called it defense support. And we called it 
defense support regardless of the precise form it took; it could be 
any type of commodity, any type of project, or any type of service. 
The distinction as to whether certain assistance was military aid or 
defense support was based on whether it went to the civilian economy 
or whether it went directly to the military forces of the country. 

I would like to give you several illustrations of some of our problems 
in attempting a logical classification of aid with distinct categories. 
This may serve to bring our difficulties down to earth. 
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Take oil. A country manufacturing military forces may need aid 
to import oil if, as a country, it is to support its military forces. 
Under these classifications of aid which I have been describing, this 
oil, if it goes to those military forces directly for their use, is classified 
as military assistance. If, on the other hand, this oil goes into the 
economy of the country, and then, eventually, gets to those military 
forces, we do not classify this oil as military assistance but, rather, 
as defense support. This is because we have said that it is only military 
assistance when it goes directly to the military forces of another 
country. To carry the illustration one step further—if the oil goes 
into the country, and either in its refined or crude state is used to help 
the economy of that country so that the country can maintain those 
military forces, we also call that defense support, even though that oil 
never actually gets to the military forces. 

Take a gun. If a gun is brought into a country directly for the 
military forces of that country, we classify it as military assistance. 
However, we sometimes provide guns for the police forces of other 
countries so that we can strengthen the internal security of those 
countries. In the latter instance, those guns are classified as defense 
support because they do not go directly to military forces. 

[ think we now have as workable a division of aid into separate 
categories as is possible. However, it isn’t the only kind of division 
that we can live with, and we have lived successfully with other kinds 
of divisions in the past. I would now like to take up, function by 
function, the categories of aid as we are presenting them this year, 
spending most of my time on defense support. 

The pie chart in front of you shows our total aid request broken 
down into the categories in which we are proposing it. You will find 
seven different slices on this chart. We can forget about the slice 
marked “Other.”’ This consists of a number of miscellaneous items 
that don’t fall into any category, such as the various United Nations 
programs and administrative costs. 

The other six slices represent military assistance, defense support, 
the Development Loan Fund, technical cooperation, special assistance, 
and the contingency fund, and I shall talk to each one of them in turn. 

Military assistance, as I said earlier, consists of equipment or serv- 
ices which we provide directly to, and for the immediate use of, the 
military forces of another country. It includes military hardware and 
military training. It also now includes oil, food, shovels, cement, and 
other soft goods that are shipped directly to the military forces of 
another country even though those are items which we commonly 
think of as civilian goods. However, some of you who have been with 
this committee for a long time will recall the days when some of these 
soft goods were not included in military assistance but rather in a 
separate aid category which was first called common use and then, 
later, called direct forces support. We felt, and you agreed, that the 
separation of military hardware and soft goods for military forces 
into two separate aid categories was an artificial distinction, and that 
it would be better to treat anything that goes directly to these military 
forces, even though it is not hardware of a military kind, as falling 
in this category. 

The only exceptions to this definition are a few things like the 
United States contribution to infrastructure, and to other cost-sharing 
operations, and some assistance that we from time to time give to 
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financing military production overseas. The military witnesses will 
speak about facilities assistance, special weapons aid, and other past 
a of a similar nature that were intended to produce military 

ardware. These various forms of direct assistance to overseas mili- 
tary production have generally been included in this military assistance 
category. 

Usually, but not always, any military assistance is designed pri- 
marily to achieve a military purpose, but there are countries, as I 
believe Mr. Sprague said the other day, where the primary objective 
of furnishing military equipment may be the achievement of a political 
end. 

{Security deletion.] 

Mr. Oany. Another. category of aid, and the one which has been 
the subject of the most controversy, is that of defense support. I 
know of no better definition of defense support than the one which is 
contained in the first sentence, under the tab “Defense support”’ 
on page 37 in the Worldwide Summary Book. 

Defense support is that economic assistance which is required in addition to 
military assistance in order to secure a specific contribution to the common defense 
by another country in which United States military aid is helping to support sig- 
nificant military forces. 

I would like to break down that definition and bring out certain 
of its distinctive features. First, defense support is aid that is over 
and above any military aid that may be necessary in connection with 
the purpose stated. 

Second, it is economic aid; moreover, it is economic aid which also 
usually takes an economic form, although, as I mentioned earlier, 
there is the unusual case of a gun that may be supplied to a civil 
police force. 

Third, and this is perhaps the most important thing of all, defense 
support is the aid which is necessary to secure a specific contribution 
by the country to the common defense. This is the central feature 
of the definition—the purpose for which defense support is given. I 
emphasize this fact because there are a lot of people—we think they 
are wrong, but they may be right—who believe that the decision as 
to whether aid is defense support should turn on the kind of thing 
that is given rather than on the purpose for which it is given. The 
purpose, however, is the crucial factor in the definition as we present 
it to you. 

Fourth, aid that meets the above standards is only defense support 
in the case of a country where we are also helping through military 
assistance to support substantial military forces. I should put in a 
footnote as to why this qualification, which was not in the definition 
last year, has been introduced. It is a restrictive qualification. It 
was inserted in order to move out of the defense support category, 
economic aid which we are giving in a number of countries where we 
have a military purpose but where we are only supporting a relatively 
insignificant force, or a force that has only a police purpose. 

[Security deletion.] 

Mr. Onuy. Now, I would like at the outset of my discussion of 
defense support to bring out one very important fact about this form 
of aid. It is this: that defense support is aid to the civilian economy 
of another country—aid that will enable the civilian economy of that 





country and the government to undertake a defense job which we 
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think it is in our interest that the country undertake. It is not aid 
provided directly to the military establishn.ent of the other country. 
It is aid to the civilian economy. That has been a common feature of 
the definition of defense support ever since an support was first 
suggested as a category of aid in fiscal yeor 1953. ‘Lhere has never 
been any question about this fact. There hae never bbes! up to now, a 
retraction in this definition—an atte) pt to say that defense support 
was not aid in support of the civilian econon .y. The big question 
has always been on the expansion of the definition of defense support. 

I will talk about some of the refinements in the concept of defense 
support as I go on, but first let me turn to a matter which I think 
will be of particular interest. This matter involves the following 
question: What are the specific contributions to the common defense 
that we are talking about when we use this phrase in the definition 
of defense support that I gave you earlier? 

First, I want to talk about those contributions in general terms and 
then I propose to go around the world and take up those contributions 
in specifics in relation to the 12 countries where we have defense 
support programs proposed for 1959. 

The first major type of defense contribution that we may be looking 
for in a country and, in fact, are usually looking for from a country, 
is the maintenance of military forces of a specific size, composition, 
and capability, and with defined military missions. In some cases 
the objective may simply be the maintenance of forces adequate to 
protect the internal security of a country which is important to us 
and that we want to see continue independent. In other cases, the 
objective may be broader and encompass a force capable of defending 
the country from external aggression. In still other situations, the 
purpose may be even broader and require a force which can perform 
not only the two foregoing missions, but, in addition, can contribute 
divisions to the defense of a general area of which the country is a 
part. 

How does defense support help a country to make such a defense 
contribution? It does this by providing resources which are necessary 
to the country if it is to maintain those forces but which the country 
cannot from an economic standpoint, or will not because of political 
reasons—and those political reasons are very important in certain 
cases—provide for that purpose. 

Defense support in this type of situation rests on several important 
postulates and I would like to state these. They are postulates that 
are already familiar to you, but I think there is no harm to repeat 
them because of the confusion that exists with respect to defense 
support. 

First, effective military forces in a country depend upon a degree of 
political stability within that country. You cannot, at least over an 
extended period of time, maintain effective military forces in the face 
of political instability. 

Second, the value of military forces, even if they are effective mili- 
tary forces, is entirely lost if, because of political drift, subversion or 
other factors within a country, the country is lost as a member of the 
free world. 

Third, in these countries where we are now providing defense sup- 
port—and they are almost uniformly less developed countries—we 
believe that political stability depends upon at least preventing 
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economic retrogression from taking place while these countries main- 
tain these military forces. In fact, in some countries, we believe that 
the political situation is such and the level of development is so low 
that unless some economic growth takes place, you cannot have the 
minimum degree of political stability which is necessary if the country 
is to maintain the military burden which we want the country to 
support. 

inally, we find that there is a practical limit, particularly in times 
of peace, and even more particularly in the face of the neutralist tend- 
encies that are now prevalent throughout many of the less developed 
countries, on the ability of some of these countries to divert their in- 
come, or to divert increments in their income resulting from economic 
growth to military purposes. In other words, while you or I might 
think that from an economic standpoint, some of these countries 
might put a little more into their defense effort, in some cases we come 
up against practical political obstacles to such action. When this 
happens it means, in effect, that if we want to get what we want in 
os country in terms of a defense contribution we are going to have 

rovide the assistance that is measured by that country’s political 
wl ingness to contribute. 

If one accepts the four foregoing postulates with respect to defense 
support in a country supporting disproportionately large forces, it 
means that we must, through our assistance, deal with a lot of things 
in some of these countries. There may be inflationary pressures that 
must be stemmed; it may be necessary to solve fiscal and budgetary 
problems; you may have to contend with adverse trade trends or drops 
in the prices of certain basic commodities on which its economy de- 
pends; you may encounter national disasters; you may be faced with 
a rate of population growth that would cause economic retrogression 
unless you help its economy to grow through providing defense support. 
In other words you may have to deal with a great variety of things in 
order to get the political stability that is necessary. Consequently 
it is no simple matter to figure out what it is you have to do to get 
another country to support a particular military force burden; it is 
not simply taking its defense budget and saying, ‘‘Well, they have 
tax receipts of this amount and they can borrow that amount, and 
therefore we have to fillin the gap.”’ It is a much more complex thing 
which is related to the capacity of the economy to support this burden. 

A second type of contribution that we may be seeking from another 
country is the provision of facilities of a military nature for either our 
own or general allied use. Where this is a purpose—and it frequently 
is a purpose—of our defense support, a whole new series of considera- 
tions may come into play. 

In the first place, the situation may be one in which you simply 
have to provide a certain amount of aid in order to get the other 
country to agree to grant the base rights or other facility privileges 
that you want. In this kind of case, you can call your aid, if you 
want to be blunt, a quid pro quo for something which you want very 
much. Actually, however, I think the problem is not quite that 
simple. While we tend to think of some of these other countries as 
merely holding us up for these bases, I think we sometimes fail to 
look at the problem from their standpoints. 

In many len developed countries where we have, or are seeking, 
bases, you have a new and somewhat unstable government. This 
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government is often under attack from the opposition parties on the 
ground that it will expose the country to atomic attack if it lets the 
Americans establish a base, or that the granting of such base rights 
will constitute a serious infringement of the sovereignty of the 
country. Moreover, the people in the country frequently tend to 
ascribe all of their ills, such as inflation, to the fact that the Americans 
are there—that, in building the bases, they are taking labor needed 
for other purposes out of the labor market or are causing the con- 
demnation of property that could otherwise be used for productive 
purposes. 

Such a government does have problems when it cooperates in 
providing facilities and it consequently frequently faces the political 
necessity of being able to demonstrate to people in the country, first, 
that the United States really has an interest in them which justifies 
their assumption of the added political and military risks that the 
provision of the bases entails and is likely to stand with them when 
the chips are down; and/or, second, that they actually are getting 
some tangible benefit out of taking such action. In this connection 
aid is an invaluable method of making such a demonstration. It is 
a tool which helps the local government in dealing with the political 
opposition. It is also a means by which the government can attempt 
to offset the adverse consequences, or fancied adverse consequences, 
of our presence in a country. For example, as I mentioned earlier, 
sometimes there is a lot of inflation in a country where we have bases 
and the population, encouraged by the political opposition, often 
tends to ascribe that inflation to our presence there. Unless, in such 
circumstances, the United States is prepared to do something about 
that inflation, they tend to hold us to blame even though we are in 
no way responsible. 

Thus, the quid pro quo aspect is an important aspect of aid in base 
right countries, but there are other aspects as well. It may be, as 
was true in Spain, that the effectiveness of our base complex depends 
upon the improvement of the country’s transportation and com- 
munications system—improved port facilities, improved railroads, 
and so forth. In the case of Spain, particularly in earlier years, a 
large part of the imports financed by our defense support aid has gone 
into such facilities, or, in other words, to enhance the value of our 
bases. A third factor affecting defense support in a base country is 
also illustrated by the case of Spain. You will recall that in the past 
[security deletion] 70 percent of the counterpart of our aid to Spain 
has been available for United States purposes, largely to defray the 
local costs of constructing the bases. 

A fourth critical factor affecting defense in the case of base countries 
is the fact that there is not much point in having a base in an area 
that is insecure because of serious internal security conditions or where 
the surrounding popular climate is such that you cannot really effec- 
tively occupy and operate the facility. As I believe Mr. Dulles said 
here the other day, a military base in a hostile atmosphere is a liability 
and not an asset. Consequently, our defense support aid in countries 
where we have bases must also be directed toward establishing condi- 
tions of internal security and a favorable domestic attitude toward 
the presence of United States troops. 

These, then, are some of the factors that enter into the situation in 
a country where the use of bases is one of the specific contributions to 
defense that is sought through defense support. 
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Now, there is a third major type of thing that we may be seeking 
by way of a specific defense contribution as a result of our defense 
support. That is the assumption by another country of additional 
risks, obligations, and responsibilities that it may be difficult for that 
particular country to assume. These may include entering into, and 
participating actively in, collective defense arrangements, agreeing 
as may be a problem over the next months—to the storage of missiles 
and nuclear warheads on its own territory, entering into mutual 
defense treaties, and so forth. These are actions which perhaps may 
not be so difficult in the case of, say, the United Kingdom or Franc 
[security deletion]. It may be very difficult for the country to under- 

take the risks or responsibilities involved and in these cases defense 

support sometimes eases the burden of undertaking them. In this 
kind of situation defense support has very much the same effect that 
the extension of defense support has in the case where we are asking 
a country to provide base facilities for us. 

Of course, there are very few defense support countries where, to a 
greater or lesser extent, 2 or more of the foregoing 3 major types of 
specific defense contributions are not involved. 

The next major thing I want to say about defense support is some- 
thing about what defense support consists of and how it is provided. 
Defense support for any country consists of those goods and services, 
whatever their character, which are most likely from an economic or a 
political standpoint to bring about the end result that we want in that 
particular country—to obtain the specific contributions to the com- 
mon defense that we are after. If that means supplying wheat to 
feed people, defense support will consist of wheat. If it is oil, then 
defense support will include oil. If it means machinery to operate a 
plant that will help the country to carry the military burden, then 
defense support will include that machinery. In a moment I will 
give you an illustrative breakdown into different types of items of the 
fiscal year 1959 program that we have proposed. 

Usually defense support aid is provided in the following way: We 
finance the import by the other country of goods and services which 
that country requests. This is usually done through some form of 
arrangement by which the country itself does the purchasing and 
under which we agree to cover the purchase price through letters of 
credit or other similar financing devices. For a number “of purposes 
we usually divide the goods that are so imported into either of two 
categories—first, commodities that are not related to specific projects 
and that enter into the general economy of the country, and, second, 
items which are intended for a specific project. The first type of aid, 
and I am using a broad, general brush—we call ‘ ‘nonproject assist- 
ance” and the second type we call ‘project assistanc e. 

Where the imported goods enter into the country’s economy and 
are sold, or the import otherwise results in the accrual of local currency 
receipts to the recipient government, the local currency received by 
the government is called counterpart. This counterpart (except the 
amount reserved for United States uses) can in turn be used by the 
recipient nation to meet certain of its governmental expenses, but 
only for activities which are agreed to by the United States. 

There are certain variations in the foregoing method of providing 
aid. I hesitate to mention these other methods simply because they 
complicate the picture, but if I do not do so you may later ask why 
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I did not. First, there have been situations in the past, and there 
can be situations in the future, where an actual cash grant to another 
country is necessary. That has been true at one time or another in 
Laos, in Vietnam, in Cambodia, and in Iran. The situations in which 
such grants have been necessary have usually been situations in which 
it was important to help the country to get local currency quickly 
under circumstances where we did not have time to generate local 
currency in the ordinary fashion—. e., to operate an import program 
that brought in goods which, upon their sale, produced counterpart 
that could in turn be used to meet the local currence y problem involved. 

The second major variation in standard procedures is the situation in 
which agricultural surpluses are provided as aid. Section 402 of the 
Mutual Security Act provides that agricultural surplus commodities 
which are included in the program are actually to be sold, rather than 
granted, to the other government, although such a sale is to be for 
local currency of the recipient and not dollars. Conse quently, the 
resultant local currency, instead of being counterpart which is owned 
by the other government, although usable only subject to our consent, 
actually belongs to the United States. However, although actual 
legal title to the currency is different in the two situations, the role 
and uses of such currency are, for all intents and purposes, substanti- 
ally the same in both cases. 

[ turn now to the composition of the 1959 program. It breaks 
down—and this breakdown is very much of an illustrative nature— 
somewhat like this: Of the $835 million proposed for defense support, 
$700 million would be in the form of nonproject or commodity as- 
sistance, 1. e., consist of commodities that will enter into the general 
economy of the country and, presumably in most instances, be sold 
and produce counterpart. Of those commodities approximately 
$200 million will be agricultural in nature, and $125 million of that 
$200 million will fall in the so-called surplus category. Nearly $300 
million will be in the form of raw materials and fuels which will be 
used up in the economy. About $125 million will be in the form of 
machinery and the balance in miscellaneous categories. 

Project aid will amount to $135 million, and will be concentrated 
almost entirely in three countries, Korea, Vietnam, and Taiwan— 
countries where we are so deeply involved in helping to carry their 
military burden that we have to go far beyond purely commodity 
aid and to engage in project assistance of a variety of kinds. 

Now, I would like to say a word about the history of defense support. 

Mr. Zasiocki. Mr. Chairman, could I interrupt just to clarify a 
point? 

Mr. Ohly, in the three countries where we are so deeply involved, 
would you care to, give an illustration of the type of projects? 

Mr. Ou ty. I would be very glad to, Mr. Zablocki. In the case of 
Taiwan, where approximately $36 million of the some $75 million total 
is going to project assistance, about two-thirds of the $36 million is 
going into power development. It will involve imports of generators 
and other equipment and service necessary to increase the power ca- 
pacity in that country. 

About $7 million will go to improving the country’s transportation 
network, about $2 million into telecommunications, and about $1.5 
million toward increasing coal and other mineral resource production. 
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In Korea, where the illustrative amount of project aid is approxi- 
mately $50 million, about $10 million will go into power development, 
$13 million into improved transportation facilities, $1.5 million into 
developing the civil polic e force; $4 million toward developing coal and 
other mineral resources; $5 million into small industrial fac ilities; $6 
million into increasing facilities for education and health, which are 
very badly needed; $4 million for agricultural development projects; 
and the balance for a great variety of things. 

In the case of Vietnam, the illustrative amount for project aid is 
approximately $30 million. Of that amount, more than half will go 
into the repair and modernization of the transportation system which, 
never adequate, was very badly disrupted by the civil war; about 
$4 million into improving the civil police force; about $1 million into 
completing, or almost completing, the job of resettling the some 
nearly 1 million refugees that came down from the north; and 
$400,000 into improving certain airfields; and about $5 million into a 
variety of projects in the field of agriculture, health, industry and 
education. 

The presentation books break the country programs down into 
much greater detail, and the individual country witnesses will, of 
course, be able to give you a far more detailed breakdown than I 
can give you on any individual country. 

Mr. Zasiockt. May I just ask one further question? 

Would not some of these projects fit better into another classifica- 
tion rather than defense support? They do not seem to fit under the 
definition as you read it earlier in the testimony you have given to us. 

Mr. Outy. Let me answer your question this way, Mr. Zablocki. 

I have defined defense support as that amount of aid which is neces- 
sary to enable a particular recipient country to make a certain 
specific contribution to the common defense. I have also indicated 
hat in order to obtain such a contribution you may have to provide 
aid that will permit the economy of that country to support the kind 
of economic burden which such a contribution entails and that this 
may in turn involve aid in support of a rate of economic development 
which is sufficient to take care of population growth that occurs in 
the period covered. I have also said that such a contribution may in 
some cases even depend on aid which permits a rate of economic 
growth beyond that required to deal with population increase. This 
is because you may not be able to achieve the political stability re- 
quired for ‘such a defense contribution unless you do assure some 
increase in per capita income. Then, as I have also said, once you 
have decided, based on such considerations, that a certain general 
level of resources is necessary in order to attain your defense objec- 
tives in the particular country, you try to find the best way of intro- 
ducing those resources into the country. You usually have several 
alternatives and I would like to give you an illustration that is drawn 
from real life of the kind of alternatives you are likely to face. 

Korea has been a food deficit area during the last few years. There- 
fore, in order to maintain its military forces, while at the same time 
providing necessary political stability, you have to take care of their 
food problem. One way to do this is to import grains for actual con- 
sumption, and we have done that. Another way to do it is to import 
fertilizer so as to increase domestic agricultural production, and 
we have done that too. This might be just a little better approach, 
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if there is time, because it would help to solve not only your current 
problem, but possibly also some of your future problems as well, and, 
in addition, have a multiplier effect. A third, and perhaps even 
better approach—and this too has been tried—is to bring in the 
equipment and get a fertilizer factory going. This can really have a 
eutabytie effect and the cost over the long run will probably be less. 

In other words, we try to provide our aid in the form which will work 
best in achieving the military end result which we are seeking. We 
make no bones about the fact that, in order to achieve such objective, 
what we are doing is putting goods into the civilian economy of the 
other country—goods which are necessary for that end purpose. 

Mr. Vorys. Mr. Ohly, you know it is said “the life of the law is 
not logic but experience.”’ You are leaving out some history. Your 
agency came down here, I think in 1954, with the idea that items like 
these projects would be development assistance. Some of our mem- 
bers will remember. You were going to have defense support and 
development assistance in Korea. Members of the committee, 
including myself, said, ““‘We are against that. We are not going to 
divide it up any more in one country. If this is economic aid to 
beef up the economy of a country where we have a military operation, 
we are going to call it defense support, and that is the way it is going 
to be.” 

You may have forgotten it, but it may have been that the present 
statutory definition concocted right around this table, regardless of the 
Government Operations Committee, has something to do with the way 
you are proceeding now. 

Mr. Zasiocki. But we were and are not infallible. 

Mr. Vorys. But certainly that is the way the law was written. 

Mr. Morano. Mr. Chairman, before he leaves that area, you 
forewarned us by testifying that some cash grants were made to those 
countries, Laos, Vietnam, and Cambodia, in order to support their 
local currencies. Is that problem still with us? Are you forewarning 
us in saying that perhaps some cash grants will have to be made in 
the future to do the same thing? 

Mr. Onty. There may be situations where that will be true. It will 
certainly not be true in Vietnam and Cambodia this coming year. 

[Security deletion.] 

Mr. Morano. Pakistan was not included in that category. 

Mr. Onty. I do not believe so. Mr. Murphy may want to correct 
me, if there were other situations. 

Mr. Murpny. Libya. 

Mr. Onty. Yes; I am sorry. I forgot that one. 

Mr. Vorys, your point and Mr. Zablocki’s lead me to the precise 
matter which I felt I should treat; namely, the history of the concept 
of defense support. The concept of defense support started in fiscal 
vear 1952, although it was not called that at once. In that year, 
Congress appropriated economic aid for Europe for the expressly 
stated purpose of helping certain countries to maintain their military 
forces. In fiscal 1953, the term “defense support” was first introduced 
and, while no one has been able to identify the exact source of the 
term, I have a feeling that it was worked out by several of the people 
who usually sit around this table, together with several people in the 
executive branch. My own recollection is not specific on this matter. 
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Mr. Vorys. My recollection is specific. Mike Mansfield and Ty 
Wood and I had lunch in Paris while I was at the U. N. in the fall of 
1951, and at the luncheon table that day is where the phrase “‘defense 
support” first came up, to my knowledge. It was the most satis- 
factory descriptive phrase we could think of. 

Mr. Onty. Well, the term was started in that year, and since then 
I believe—and I think this is a correct statement—that the term 
has always been defined to include any economic aid to a civilian 
economy which is necessary to enable the economy to sustain a defense 
burden. 

Now, while this definition may have been broadened at times to 
include other economic aid as well, the definition has always at least 
included the foregoing central element. 

Mr. Morano. As a new member of this committee, I was first aware 
of that term when it was described as providing uniforms and 
other—— 

Mr. Jupp. That was direct forces support. 

Mr. Morano. Is it direct forces support that I am thinking of? 
Perhaps I confused the two terms. Then wasn’t defense support 
evolved from the direct forces support? 

Mr. Outy. No, Mr. Morano, but I do not blame you for being con- 
fused, because there have been people, both within and outside of the 
executive branch, who from time to time have used the term loosely. 
One of the reasons we have the confusion which we do have today is 
the fact that—and I do not say this critically—congressional com- 
mittees, and others, have asked the wrong people for a definition and 
explanation of defense support, and if you ask the wrong people for an 
answer to a question—people who do not know the answer, such as 
the MAAG in a country who is not responsible for defense support 
you are going to get the wrong answer. Some of those wrong answers 
are the cause of the confusion we have. I am not blaming anybody, 
but I can understand why you may have been misled, because it has 
been confusing. 

Acting Chairman Morean. Some of the MAAG people gave the 
wrong answers to the Hardy subcommittee. 

Mr. Outy. The MAAG’s did give wrong answers to the Hardy 
subcommittee, and they did so because they are not supposed to know 
the answers to the particular questions they were asked. I am not 
sure why Mr. Hardy should have known that they were not supposed 
to know the answers but, in any event, that was the situation. 

Mr. Zastocktr. Mr. Chairman, that prompts — question : What 


agency or individual has the final say-so, and at what level is the 
decision made what really is and should be classifi ‘a as defense sup- 
port? 


Mr. Onty. The decision as to the division of aid into various cate- 
gories that was made last year was made at the level of the Secretaries 
of Defense and State and, I believe, because it represented a major 
revision in the whole categorization of aid, was actually confirmed by 
the President. The decision as to where particular types of items 
would fall would be made in the first instance at the level of Mr. Dillon, 
who is the coordinator of the total program. When you get down to 
the individual country programs, the decisions would be made by the 
regional programing officers, or the regional directors in ICA. 
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Mr. Zasiocki. They may set the policy, but when it comes to 
interpreting the policy, is it not true that one MAAG may have a 
different interpretation than another, or there may be a difference 
between MAAG and ICA? 

Mr. Onty. I might go immediately to this problem of the role of 
the MAAG—I was coming to it later, but since you have raised it, 
I will answer it now. It is not the function of a MAAG to decide 
what level of defense support should be provided to a country or, 
generally, what defense-support aid to a country should consist of. 
However, the MAAG plays a very important role in the process 
which results in a determination as to the aid level. It is the job 
of the MAAG in the field, just as it is the job of the Department of 
Defense here in Washington, to make a major contribution to this 
Government’s decisions as to what level of forces and what other 
military objectives we want to achieve in a country, and in some of 
these countries, to help figure out how much of a loc al military budget 
will be necessary in order to maintain such forces. However, once 
such decisions and determinations as to objectives, force levels, ana 
military costs have been made, then the problem becomes one of 
determining, from an economic and political standpoint, how much 
the country can and will devote to this purpose itself, and what sort 
of outside economic assistance it needs in order to do so. This is 
not a job which the ordinary military officer is trained to do or should 
do. We shouldn’t ask him to answer this kind of inquiry any more 
than, to cite a simple analogy, we should ask our Joint Chiefs of 
Staff, who decide what size United States forces are good from a 
military standpoint, to tell us how to find the money necessary to 
pay for those forces—whether by taxation, by borrowing, or by 
diverting other Federal revenues—nor would we expect them to 
advise us on the interest rate the Federal Reserve bank should charge. 
We simply do not ask the MAAG to perform that kind of role. How- 
ever, the MAAG does help to determine the level or composition of 
defense-support aid in some countries where military considerations 
are important to such determinations. For example, if the construc- 
tion of a particular military road is of great importance, or a certain 
civilian road is particularly important from a military standpoint, 
then the advice of the MAAG should be solicited on whether a road 
should be built and on the extent to which the program should cover 
it. However, the MAAG is not supposed to know the way in which 
you compute defense support. His job is to lay out the military 
requirements and give military advice. 

In actual practice the people from the embassy, USOM and ICA 
often sit around the table and talk about these things together be- 
cause, of course, there is no sharp line between the military, the 
economic and the politic al, and a bright MAAG officer can sometimes 
contribute to the aid level determination even though that is not his 
primary function. 

Mr. Jupp. Do you not make the basic decision, Mr. Ohly, unless it 
is questioned? I mean your office decides that it is this or that, 
unless somebody raises a question and then it may have to go up to 
Mr. Dillon? 

Mr. Outy. We do in the sense that we try to set general standards 
to be applied by every mission and by every programing officer in 
Washington and in the sense that when the difficult question comes 
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up—something that is right on the borderline—we might decide that 
the matter should be treated one way or another. Generally we feel 
that the standards we provide give sufficient guidance for the operat- 
ing people. 

Mr. Jupp. If there is an argument down the line, it comes up to 
you and if you cannot resolve it, it goes up to Mr. Dillon? 

Mr. Oxnty. We have not had those arguments, though, Mr. Judd. 

Mr. Jupp. oot. 

Mr. Outy. Let me go back now to Mr. Vorys’ point about history 
of defense support. The first major change in the definition of defense 
support which was established in fiscal year 1953, was in fiscal year 
1955. Then, as Mr. Vorys said previously, we broadened the earlier 
definition—at least this is my interpretation—and largely as a result 

of the recommendations of this particular committee—so that defense 
support included all economic aid in a country where any defense 
support was justified—-all economic aid in any country where we 
were trying to support military forces of any consequence. And as a 
result of that change in definition, this committee in fiscal year 1955 
shifted aid which we had requested for the Philippines and Pakistan 
and which we had proposed to provide as development assistance 
(another category of aid which I hope we don’t have to get into today, 
since it is no Jonger current) into the defense support category. As a 
matter of fact, we in the executive branch were a little troubled by 
this change at the time, and I think argued against what you had 
proposed when we got over to the Senate side of the Capitol. However, 
the Senate was persuaded by what you had done, and the assistance 
for these two countries, even though it involved what we had thought 
was economic development that was unrelated to the support of any 
defense burden in those countries was shifted over to defense support. 

Now, in fiscal year 1957, having gone that far, you went even further. 
In that year we had proposed that economic aid for Bolivia and 
Guatemala should be treated as development assistance. This was 
on the ground that while we did have a military assistance program in 
Guatemala, it was of a nominal character and that we had none in 
Bolivia. We considered such aid as really development assistance. 
However, this committee suggested, and we agreed—and I think it 
made a great deal of sense at the time—that since these countries 
were parties to the Inter-American Treaty of Reciprocal Assistance 
and had adhered to the 1954 resolution entitled ‘Declaration of 
Solidarity for the Preservation of the Political Integrity of the Ameri- 
can States Against the Intervention of International Communism,’ 
and even though we had no military assistance or no significant 
military as.istance programs in these countries, economic aid to them, 
and to any other Latin American countries that met the same criteria, 
should have been classified as defense support. 

That was a pretty wide broadening of the defense support concept, 
and at the end of 1957 we had essentially this situation: Any economic 
aid to (1) a country where we were helping to support substantial 
military forces or (2) any Latin American country regardless of 
whether we were helping to support substantial military forces, was 
defense support, and this no matter whether such aid was aid for 
economic development or for any other purpose. And any economic 
aid for a country where we were not helping to support significant 
military forces, except in Latin America, was classified as development 
assistance, no matter what purpose it was used for. 
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Last year, when we came up to Congress, we proposed a basic 
change in that concept. We said, “We are going to cut back the 
definition of defense support so it only includes that amount of 
economic aid which is necessary for a specific purpose, that purpose 
being to get a country to make a certain contribution to the common 
defense.”” We said, ‘‘Any other economic aid above that—any eco- 
nomic aid that leads to economic growth which is more than the growth 
that is necessary in order to maintain that military load—will here- 
after generally be handled on a repayments basis and financed out of 
a newly constituted Development Loan Fund specifically tailored to 
deal with the problems of capital for less-developed countries.”’ 

We also made a second change, and this was to treat all countries 
where we had base rights as defense support countries to the extent 
that we thought that economic aid was necessary in order to permit 
us to retain and effectively use those base rights. We had not always 
done this consistently before, although perhaps our definitions should 
have led us to do so. 

We made one other change in our concept last year that may have 
escaped notice, although I think it is probably covered by what I have 
already said. It is this: Under the old definition of defense support— 
even before it was broadened in fiscal year 1955-—defense support 
included not only the economic aid overseas to permit a country to 
carry a definite defense burden currently but also any economic aid 
that was designed to make it possible for that country to take on 
an increasing part of its defense burden in future years. In other 
words, defense support covered efforts to build up a country’s capacity 
to shoulder its own defense loan so that our own liability for aid in 
future years would be less. The concept of.defense support that we 
now have does not include that element of improving a country’s 
capability to support military forces in the future. The concept of 
defense support that we are presenting is essentially an even-keel 
concept. We are not, through defense support under the revised 
definition, making any progress toward military self-sufficiency; we 
are simply assuring current defense contributions of the kind that 
we consider important. If you want growth, you have to turn to 
the Development Loan Fund or, in special cases, to special assistance. 

Now, you may say, “If you took all this extra growth factor out 
of your calculations of defense support levels, that change should 
have resulted in a reduction in defense support.” 

Well, this change did result in a reduction in defense support. 
Defense support obligations i in 1957 were $1.15 billion. The defense 
support we are proposing for this year is $835 million, or some 27 per- 
cent less. Now, I don’t suggest that every bit of that reduction is 
necessarily relatable to the new definition, because conditions do 
change and countries are shifted from one category to another, but a 
large part of that drop is due to the fact that we have attempted 
to take out this growth factor from defense support. The reduction 
is illustrated by another set of figures. Last year, when we first pre- 
pared our program for Congress, defense support, based on the old 
definition, came to about $1.05 billion. Then, after we had reviewed 
reports of the various committees that had been studying the aid 
program and the executive branch reached a decision to regroup the 
whole aid program, we examined the figures we had previously devel- 
oped on the other basis (the figures that totaled $1.05 billion) and at- 
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tempted—and this was a very difficult task and was not done scien- 
tifically because this is not a matter of science, but of art—to take out 
of the program that part that we thought represented capital growth. 
As a result of this examination we reduced our request from the 
originally planned $1.05 billion down to $870 million, a reduction of 18 
percent. So in fact, we have made reductions as a result of the change 
and we did so across the board. 

In connection with the history of defense support, I think it might 
be useful for this committee to have a copy of the brief history of 
defense support which we compiled in connection with the Hardy 
committee hearings. I will leave it with your Chairman. If you want 
to burden your record with it, fine; otherwise, we will see that there 
are enough copies here for every member of the committee. (See p. 451.) 

Mr. Farssrein. Would you then say any Development Loan Funds 
have nothing to do with the economic aid leading to contributions to 
the common defense? 

Mr. Outy. In the long term, sir, I would think that it does con- 
tribute to the common defense in the sense that as we build up these 
countries through providing capital and technical assistance, and 
thereby make them politically more stable and increase their gross 
national product, we are also increasing their future capacity to con- 
tribute to the common defense, even though that contribution may 
not be increased immediately. But that, of course, depends upon 
whether, as a country develops, as it grows economic cally, that increase 
in growth i is in fact devoted to defense purposes. 

Mr. Farssrern. Then there is no clear-cut line of distinction in 
connection with the purposes, as you have suggested they are, of 
defense support and development loan funds; one goes into the other, 
doesn’t it? 

Mr. Outy. Llamsorry. Of course, these things are related, but the 
purpose of the Development Loan Fund is to permit economic develop- 
ment. A country can use the results of economic development in 1 of 
3 ways. It can use it for consumption; it can use it for further in- 
vestment, or it can be used for government expenses, including mili- 
tary expenses. I cannot say at this point in what way a government 
3 or 4 years from now may, as a result of this process of growth, devote 
the additional resources which it may then have. We hope this growth 
will make the country more able, if defense costs still continue, to 
shoulder more of those defense costs from its own resources. How- 
ever, that is not the primary purpose of aid from the Development 
Loan Fund. To repeat the central purpose is simply to help that 
country’s economic growth. 

Mr. Farsstrern. Aside from economic aid which contributes to 
the common defense—those are your own words. 

Mr. Outy. I am sorry, I didn’t get the first part of your question, 
sir. 

Mr. Farsstein. Aside from your definition of defense support; 
other words, your Development Loan Fund, as defined by you, is over 
and above defense support, and if it does aid the defense of a country, 
it is only an incident, but not primary? 

Mr. Onty. That is precisely correct, sir, and if it does aid the 
defense of the country, it means our de fense support aie will be 
less at some future period. 
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Acting Chairman Morean. Mr. Ohly, this statement you gave me 
on the Hardy report, is this the statement you presented to the sub- 
committee during the hearings or after the hearings? 

Mr. Ounty. It was presented to the committee during the hearings, 
sir, in connection with Mr. Dillon’s appearance before that committee. 
I thought it might be useful to you. That is why I brought it here. 

Mr. Jupp. Is it in their published hearings? 

Mr. Outy. I am informed that it is in their published hearings. 

Mr. Farsstern. Is it possible that we can make a Development 
Loan Fund loan without taking into consideration the economic con- 
tribution that makes for the common defense? 

Mr. Onty. Yes. 

Mr. Farsstern. Thank you. 

Acting Chairman Morean. Go right ahead, Mr. Ohly. 

Mr. Onty. Still continuing on the subject of defense support, I 
would like next to deal with various misconceptions about defense 
support. 

The committee has furnished me with two sets of questions. One 
set I have not seen before this afternoon, and I will not try to answer 
all of them. I will try to answer all the questions in the first set, 
which is dated February 25, 1958, although I would like the privilege 
of changing their order so that I can deal with them in what I think 
would be a more logical sequence. 

One group of questions on this February 25 list deals with the pur- 
poses of defense support. The first of the questions falling under that 
category is No. 12 on your list. This question, after citing the defini- 
tion which I have e given previously, asks that I take up each of the 
countries for which we are requesting defense support in fiscal year 
1959 and give the committee a precise description of the specific 
contribution in each of those cases. I will do that when I finish with 
this particular section. 

Question No. 7, also relating to purpose, asks: 

What is the relationship between the raising, equipping and maintaining of mili- 
tary forces and the furnishing of defense support? 

The answer is this: Where, in a particular country, the objective of 
our economic aid is to help a country to maintain, raise and equip the 
military forces of that country, that objective is the objective of de- 
fense support, and the aid necessary for that purpose is defense sup- 
port. The relationship is very direct and immediate in terms of 
purpose. 

Question No. 5 also relates to purpose. It asks whether defense 
support includes assistance provided to a government in order that its 
people would have evidence that efforts were being made to improve 
their living conditions. 

The answer to that question is this: That if, as may frequently be 
the case, because of considerations of political stability and other 
political factors, it is impossible for the government of a particular 
country to make a specific contribution to the common defense that we 
think is important, and if, to make such a contribution possible, there 
must be some effort to improve living standards, then that assistance 
which has such an effect is within the qualification of defense support. 
You will recall that I said we assumed that we could not afford 
economic retrogression in any country where we were trying to accom- 
plish some important military purpose. 
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Mr. Apatr. Mr. Ohly, may I ask a question right there: Do I 
understand, with reference to question 5, that that is in a country 
which is presently maintaining its own military forces? 

Mr. Onty. Already maintaining them without assistance. 

Mr. Provuty. Only in nations having significant military forces in 
being. 

Mr. Ounty. Yes; 1 think it would apply. For example, in the case 
of Korea. 

Mr. Provurty. [t wouldn’t apply in the case of a country whose 
military efforts were not considered essential to the common defense? 

Mr. Ounty. No, it would not; no, sir. 

Mr. Aparr. You qualified your answer with a couple of “if’’ clauses, 
there. Suppose you just take that question in its bare form: 

* * * in order that the people would have evidence that efforts were being made 
to improve their living conditions. 
Just that alone. Would your answer be the same? 

Mr. Ou ty. If that were the sole purpose, my answer would be ‘“‘No.” 
Unless it is tied in with this defense purpose, it cannot qualify. 

Mr. Aparr. As stated there in bare outline, your answer would be 
“No.” If you find the other requisites which you have mentioned, 
then your answer would be “Yes’’? 

Mr. Onty. That is correct, sir. 

The next question, which falls under the heading of purposes, is 
question 6 (b). The first part of this question reads: 

Isn’t it also true that under the existing definition of defense support you can 
furnish economic assistance to improve the ability of the recipient country to sup- 
port its military efforts? 

Answering this first part of the question I would say, Yes; that is 
correct, if the aid is directed primarily toward meeting the country’s 
current, rather than its future ability to support its military efforts. 
However, if the sole purpose is to build up the country so that 5 
years hence it can meet a larger share of its defense burden, then the 
answer is “No,” as I said to an earlier question. And this is significant 
because it means that defense support is making no dent in this prob- 
lem of getting these countries in a better position to maintain the 
military forces which they have in the future, if the same level of 
military forces must be maintained. Now, as a second part to the 
question 6 (b): 

Doesn’t this mean, in the case of most countries now receiving defense support, 
that development assistance or any other form of economic aid up to almost 
any amount could be given under defense support? 


; 


My answer to that is an unqualified “‘No.”’ It is limited by the 
various specific qualifications which I have stated. 

Acting Chairman Morcan. Have you answered No. 1 yet? 

Mr. Ounty. I have not answered No. 1 yet, sir. 

I go now to question 6 (a). 

Under the existing definition of defense support, is it necessary to make a 
determination as to the amount of economic aid which is needed to support the 
military forces of the recipient country? 


The answer to that is ‘“Yes’’; in countries where the objective of our 
defense support is to enable the other country to maintain military 
forces of a particular size, composition, and capability. 
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The next group of questions I have classified under the term 
“Physical content of the defense support program.”’ The first ques- 
tion under that that I have taken is question No. 1: 

Could the construction of a road located primarily to meet civilian requirements 
properly be included in defense support? 

The answer to that is ‘‘Yes’’; if by “construction of a road” is meant 
the import of goods and services required for such a purpose and if 
its construction would make it more possible for that country to make 
the desired contribution to the common defense, as by increasing the 
capacity of its economy to maintain the general burden of military 
forces and discharge its other defense obligations. There is no 
question about it. 

Question No. 2——- 

Mr. Aparr. But again, if that is a road just built out through the 
countryside, we will say, of Jordan, for example, with no appreciable 
military significance, then your answer would be “No’’? 

Mr. Outy. In Jordan my answer would be ‘“‘No”’ but that is because 
none of our aid to Jordan is defense support. However, if it were in 
Korea and the road was a farm-to-market road that increased the 
agricultural production and distribution in Korea, and thereby made 
it more possible for the Korean economy to sustain a military burden, 
my answer would still be ‘‘Yes,” even though the road had no direct 
military value. In fact, that road, because of the effect it might have 
in increasing agricultural production and distribution in the country, 
might ultimately be more important from a military standpoint, in 
terms of alternative uses of the same amount of money, than a road 
that was specifically designed for a military purpose, which might 
serve only that military purpose and which might not have the same 
multiplier effect on the Korean economy that this farm-to-market 
road might have. 

Mr. Vorys. Isn’t there another thing to be considered? We may 
be kidded about an international WPA, and all of that, but in a 
country where there is unemployment and starvation, if you plan to 
build a road instead of running a breadline, you are getting a road 
and sustaining the economy at the same time; isn’t that true? 

Mr. Ounty. That is correct, sir. 

Turning to question 2: 


Could wheat for civilian consumption properly be included in defense support? 


I believe I answered that earlier. The answer is “Yes.” Provid- 
ing food is often important in helping another government to carry 
its defense burden. There has just never been any doubt about the 
answer to this question. In fact, since the concept of defense support 
was first introduced in fiscal year 1952 our defense-support programs 
have included almost three-quarters of a billion dollars of bread grains. 
That is because bread grains are one of the things that a lot ion 
less-developed countries need and which their economies must have 
if they are going to support the kind of defense contributions which 
we want. 

Mr. Jupp. And in some places men are taken off the farms, from 
growing grain, to be in the armed forces. 

Mr. Onty. That is certainly true, Mr. Judd. 


21862—58—pt. 3——6 
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Question No. 3: 


Is there any physical object or any service which could legally be supplied 
under any phase of the Mutual Security Program which could not be made avail- 
able to a country as defense support? If not, what sort of assistance could not 
be provided? 

I would say that there is no physical object or service except one 
rendered directly to another military force, and therefore falling 
under the definition of military assistance, which could not legally 
be included in defense support. However, as an administrative 
matter, we have consistently excluded items which would fall in the 
category of luxury items. I don’t say that there have never been 
slips, that luxury items have not gone through that we have not 
caught, but our policy excludes hundreds of articles that would fall in 
the luxury category. As a matter of administrative practice, that 
kind of item is not included in our programs. 

Question 8: 

What proportion of defense support funds are used for items specifically con- 
sumed by military forces or for direct military expenses, such as construction, pay, 
etc.? 

That question has two parts. The first part relates to items directly 
consumed by military forces. Defense support funds do not finance 
those items, because those items qualify as military assistance. I am 
not saying that the wheat we import under defense support does not, 
having been milled into flour, go into bread that goes to soldiers: 
but where the relationship is ‘direct, the answer to that first part 
is “No.” 

The second part of question No. 8 can be answered thus: Except in 
cases where we have used cash grants, it is difficult properly to asso- 
ciate the expenditure of specific defense support funds, as such, with 
specific military expenses, such as construction, pay, and so forth. 
However, the following additional explanation is necessary. A large 
amount of the goods and commodities which we import as defense 
support into these countries is, as I said earlier, sold for local currency 
which we call counterpart. A substantial amount of that counterpart 
then is frequently, in accordance with agreements between ourselves 
and these other countries, attributed—and I say “attributed” ad- 
visedly—in the budgets of these countries to military expenses. 
Therefore, if you would look at our accounts covering Korea and at the 
Korean budget you would find that perhaps $115 m ‘illion of the hwan 
included in the military budget in Korea is attributed to counterpart 
receipts. Again, however, I emphasize the word “attributed,” 
because as many of you recognize, money is a fungible item. In one 
country the government of that country may attribute most of its 
revenues from taxes or borrowing to the expenses of its development 
program and practically none to the costs of its military program and 
in that kind of a country, funds used to pay military expenditures 
will be attributed to counterpart receipts and the counterpart will 
appear to be playing a large, direct military role. 

In another country, the government may allocate its taxes and its 
borrowings so as to cover all or most of the military part of its budget 
and, with our agreement, attribute the use of counterpart receipts for 
development activities associated with the defense support. 

Very good illustrations of these different ways of attributing local 
currency receipts can be provided from the programs in the Far East, 
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today. In the case of Vietnam, the financing of $165 million of the 
expenditures under military budget of about $195 million is attributed 
to counterpart receipts. On the other hand, in Korea, where the 
basic problem is not essentially different, out of a total military budget 
of $220 million, only $110 million of the expenditures are attributed 
to our counterpart. And in Formosa, where you have another fairly 
substantial military budget, you find that of a total military budget 
of something like $177 million, only $30 million of the expenditure 
thereunder are attributed to our counterpart. Yet in each of these 
three countries you have much the same kind of economic problem. 
It is in large measure a question of how each government treats its 
receipts from different sources—how it handles its internal budget 
matters and in these respects it has some of the variety of wide 
choices indicated by the illustrations cited. Thus in each case, in 
spite of the appearances, the effect of what we are doing is essentially 
the same as in the other two cases. In all instances we are putting 
resources into the country which enables it to run its economy at a 
level that is adequate to maintain the heavy military forces which 
it has. 

I think IT answered question 10, which deals with the role of the 
MAAG, in my interchange with Mr. Zablocki. 

Question No. 11, which has to do with the computation of aid levels, 
is the subject to which Mr. Bell is going to address his entire presenta- 
tion. That brings me to question 9, to which Mr. Vorys has already 
referred and which reads as follows: 


Instead of laboring over definitions and distinctions, why not lump together 
defense support, special assistance, the contingency fund, and call it economic aid? 

I would be the first to admit that there are arguments both ways. 
This is not a thing about which one can be dogmatic. 

Mr. Vorys. Would you yield? I will be dogmatic. The reason 
you won’t lump it all together is because Congress won’t let you do it 
and this committee won’t let you do it. Forty-seven percent of this 
program is planes and tanks and guns—military hardware, and train- 
ing; 53 percent is some sort of economic aid, but if you brought in a 
hunk like that 53 percent, over 2 billion in a lump sum, the first thing 
we would do would be to say “‘Break it down and tell us what different 
categories of economic aid you are going to have.”’ 

If you brought it im that way the first thing the Hardy committee 
would do would be to say ‘“They have this all lumped together, and 
don’t spell out the different purposes and programs involved.” 

Mr. Ouuy. Well, Mr. Vorys, I like your answer but I think one 
could probably advance arguments the other way. For example, 
I would have to say that from the standpoint of administrative 
convenience, it would be easier to operate with the smaller number 
of appropriations that the canned consolidation of the forms of 
economic aid in one category would involve. I think personally that 
doing so would obscure from Congress and the public the fact 
that we do have quite different purposes in mind in using each of the 
different categories of aid that we now have. I think this same 
obliteration of any distinction among types of economic aid would 
create some misconceptions abroad about the reasons for and the 
emphasis of our aid. I think it would also necessitate considerable 
rewriting of those provisions of the legislation pertaining to conditions 
of aid agreements, and all those other things in the law that we have 
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come to associate with particular categories of aid. Those different 
conditions and agreements seem to have meaning primarily in relation 
to the purposes of each of those different categories of aid to which 
they relate. 

So I personally come out—and I don’t know whether Mr. Dulles 
or the others feel the same way—with the feeling that we should 
stick with the present definitions and not change them as suggested 
in this question. 

Such a conclusion, of course, raises the further question, which is 
not a part of your list, but which some of you have referred to in our 
discussion as to whether we ought to change the name ‘defense sup- 
port” even if we don’t change the definition. 

Again, I don’t exclude such a change in nomenclatures as a possi- 
bility if the present form is really misleading. However, this term 
“defense support” is a term that we have used over a long period of 
time. I had thought, perhaps erroneously, that it had become an 
accepted part of our literature and was now rather well understood. 
It was selected originally in the fashion that Mr. Vorys has mentioned, 
and I know that many other alternatives were considered at the time. 
I don’t personally know of another phrase which is as short and as 
easy to use—and shortness and convenience of use is something which 
is helpful. Mr. Judd did mention earlier the possibility of a phrase 
like “economic aid for defense support,” which is certainly descriptive. 
In this connection, Mr. Judd, you may not remember the fact that 
in the original presentation of defense support in fiscal year 1953 
there was a long interchange between yourself and members of the 
executive branch in which you used a very similar term, namely, 
“economic aid for an economic purpose for a military objective.”’ 

One or two other questions have been raised that fall in the category 
of charges and misconceptions. 

Mr. Vorys. Are you leaving defense support? 

Mr. Ounty. No; I am not leaving defense support. 

One of the other questions is this: Would it be possible to take 
defense support as it is now defined and with its present content, and 
divide it into two or more parts? 

I want to point out first that defense support was divided into two 
parts just a year ago when we tried to remove from defense support 
those things which related primarily to economic growth. I might 
say, that last year in the course of the process, we explored extensively 
other possible ways of trying to make the division. I was deeply 
engaged in that process personally, and I found no better way of 
making a division, recognizing, of course, that certain fuzzy spots 
remained and that it was impossible to set up watertight compart- 
ments that would cover every possible contingency. 

Mrs. Ketxty. How many countries receive defense support? 

Mr. Onty. Twelve countries. 

Mrs. Ketty. Is that all, Mr. Ohly? 

Mr. Onty. In fiscal year 1959, there are 12 countries. 

I think that the most constructive thing I can do by way of winding 
up the affirmative presentation of the problems of defense support is 
to deal specifically with the defense-support program which 1s pro- 
posed for fiscal year 1959, and more particularly with the specific 
defense contributions that we have in mind in relation to each of these 
12 countries in proposing a defense-support program. Now, I can’t, 








nt 
on 
ch 


ild 
ed 


is 
ur 
p- 


3S1- 
rm 
of 
an 
od. 
ed, 
me. 
as 
‘ich 
“ase 
ive. 
hat 
953 
the 
ely, 


sory 


take 
and 


two 
port 
ight 
vely 
eply 
y of 
pots 
part- 


ding 
rt is 

pro- 
ecific 
these 
an’t, 


MUTUAL SECURITY ACT OF 1958 449 


and will not try, to describe the individual 1959 programs in the same 
detail that the individual country witnesses will do at a later point, 
but I think that I will be able to give you a sufficient picture of the 
subject to satisfy a lot of your questions. 

We are proposing defense support for 12 countries. Every one of 
those countries, with the exception of Spain, and with the exception 
of Laos by less than 100 miles, is directly contiguous to Soviet bloc 
territory or separated from such territory by only a narrow strait 
such as the straits that separate Taiwan and the Philippines from the 
mainland of China. This geographic propinquity to Communist area 
has at least three important consequences. In the first place, it 
makes them of great strategic importance to us. In the second place, 
place, it makes them primary targets of the Soviet Union. In the 
third place it makes them particularly vulnerable to whatever the 
Soviet Union may want to do. The presence on their borders of 
Soviet bloc forces naturally affects their political attitudes. 

These 12 countries maintain over 3 million men under arms. I 
will run through these countries, indicating as to each the approximate 
size of its standing forces, including in some instances its gendarmerie, 
national police or other security forces and our own strategic force 
objectives in terms of ground and air forces. 

[Security deletion.] 

Mr. Outy. I should again note that the figures I am using on total 
forces in some cases include not only the military forces of the country, 
but other quasi-military forces such as federal gendarmerie and so 
forth. However, the regular military forces of these 12 countries, 
as such, add up to about 3 million men. So much for military forces. 

A second type of contribution to the common defense which I 
described as being of tremendous importance was the adherence of 
countries to collective security arrangements and their acceptance of 
other forms of risks. Of these 12 defense-support countries, two— 
Greece and Turkey—are members of NATO. Three—Turkey, Iran, 
and Pakistan—are members of the Baghdad Pact, being 3 of the 5 
members, the other 2 being Iraq and the United Kingdom; 3—Pakis- 
tan, Thailand, and the Philippines—are members of SEATO, and 
3 others—Vietnam, Laos, and Cambodia—although they are not 
members of SEATO, because of the provisions of the Indochina truce, 
are, nonetheless, covered by the commitments under SEATO. 

Three of these countries—the Philippines, Taiwan, and Korea—are 
also parties to separate bilateral mutual defense treaties with the 
United States; not just military assistance agreements, but actual 
defense treaties between this country and the countries involved, 
treaties which involve reciprocal obligations of defense. In addition, 
in Korea we have special commitments under the resolution of the 
16 nations which is part of the armistice arrangement there. In the 
case of Taiwan, also, we have, as you will recall, a congressional resolu- 
tion which deals with our special relationships to that country. 

Thus, in the case of every one of these defense-support countries, 
with the exception of Spain, where our interests are somewhat different, 
we are dealing with people who are members of collective security 
arrangements which are vital to our security, are parties with us to 
bilateral mutual defense treaties, or are covered by specific defense 
commitments of this Government. 

Mrs. Ketiy. Mr. Chairman. 
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Acting Chairman Morean. Mrs. Kelly. 
Mrs. Ketuiy. On page 45 we have this breakdown which you are 


discussing. Is it possible that we could have that duplicated in the 


report or in the hearings somewhere? I think this is the greatest 
argument we have for the defense support. Every one of those gov- 
ernments we can depend upon, present governments, remaining stable. 

Mr. Ounty. I think that if the figures were rounded a bit they 
probably could be used. The only reason I hesitate is the fact that 
the exact numbers may come to us through intelligence sources, but 
I think 

Mrs. Ketiy. We could omit the forces, if that would be detrimental 
to the free world. 

Mr. Vorys. We could certainly say 3 million. 

Mr. Onty. You could probably use the exact sum total, and I would 
think, in the case of all these countries, we would be able to use a 
rounded figure which would convey a general idea as to force levels. 

Mrs. Ketuiy. Most of this is known, like NATO, SEATO, Baghdad 
Pact nations, and so forth? Are the countries known where the 
United States has installations? 

Mr. Outy. The only things on that chart that are at all classified 
are the specific force levels. 

Mr. Farssrern. Mr. Ohly, could you declassify your statement, 
except for your last item of numbers in particular countries? 

Mr. Outy. Do you mean my whole statement this afternoon? I 
will have to read over the transcript to see whether there are parts that 
I couldn’t release. 

Mr. Farsstern. Generally, I think you could declassify most of it. 

Mr. Ounty. | certainly intend to. There will be very few parts 
that I cannot declassify, but I have been intentionally very frank in 
my allusions to countries and my appraisals of governments. 

A third type of contribution by other countries to the common 
defense, and a matter that is of tremendous importance in our whole 
thinking on this defense support business, are the strategic installations 
which are made available for our use by these countries. There are 
six of these defense support countries in which we have vital Depart- 
ment of Defense installations. 

[Security deletion.] 

Mr. Outy. So, in six of these countries we are very vitally interested 
both in retaining the installations we now have and in maintaining 
the kind of political climate, the kind of local governmental support, 
the kind of popular attitude that will facilitate the use of such instal- 
lations. 

I am sure you will have noted that in many of the countries we are 
looking for more than one type of contribution to the common defense. 
We are not only interested in the military forces of the country in 
question, but we are interested in bases within its territory and in 
the adherence of the country to one of these collective security 
arrangements. These various interests represent the kind of defense 
objectives we are seeking and the defense contributions that we are 
looking for from these countries. 

Mrs. Botton. Mr. Chairman, may I ask a question? 

Acting Chairman Morean. Mrs. Bolton. 

Mrs. Botton. You haven’t mentioned Libya or Ethiopia. 
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Mr. Outy. I didn’t mention them, Mrs. Bolton, only for the reason 
which I mentioned earlier, that we are not treating either Libya or 
Ethiopia as defense support countries. I will be very glad, however, 
to treat with these countries and several others where we have impor- 
tant bases which complement and reinforce the ones in defense support 
countries. 

[Security deletion.] 

Mr. Outy. That is the general story of what we are trying to do 
through our defense support in these countries. Individual country 
witnesses will later show you specifically how the aid which we are 
proposing in each country does, in fact, contribute to the objectives 
which I have stated. 

Mr. Vorys. Mr. Chairman, at this point I ask consent to put in 
this history of defense support, which was not included in the Hardy 
hearings, so far as I can find, and which would be extremely interest- 
ing to ‘old and new members of the Committee, because it shows the 
use of the words ‘‘defense support,” and its present meaning was 
largely established right in this room. 

Acting Chairman Morean. Without objection, it will be so in- 
cluded in the permanent record of the committee. 

(The document referred to follows:) 


DEPARTMENT OF STATE 
History OF DEFENSE SUPPORT 
I. CATEGORIES OF ASSISTANCE SINCE THE ORIGIN OF DEFENSE SUPPORT 


The complexity of the problem of categories of assistance can be indicated by 
the following list of categories which have been authorized at one time or another 
in Mutual Security legislation since 1952, the year in which defense support 
originated: 

Military assistance 

Special defense financing 
Common use items 

Direct forces support 
Defense support 

Economic and technical assistance 
Special economic assistance 
Development assistance 
Special assistance 
Development loan fund 
Technical cooperation 


II, TYPES OF ASSISTANCE WHICH HAVE BEEN PROVIDED UNDER DEFENSE SUPPORT 


A. Defense support has generally been defined as the economic assistance 
necessary to sustain or increase military effort. Economic assistance to a country 
has been considered to contribute to sustaining and increasing military effort in 
one or more of the following ways, depending upon the circumstances and the 
country involved: 

1. Economic assistance may in some cases prevent the economic retrogression 
which the military drain on the economy would otherwise cause. 

2. Economic assistance may help bring about expanded production which will 
enable the country to increase its defense expenditures. 

3. Economic assistance may be provided to stimulate economic growth in the 
country to the point where it can maintain a desired level of defense expenditures 
without future external economic assistance. 

4, Economic assistance may stimulate the economic growth which the people of 
the country require to sustain morale or reinforce their will to resist and to under- 
take defense efforts. 

B, During fiscal years 1955, 1956, and 1957, an additional concept prevailed. 
This concept was that defense support should include all economic assistance to 
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eountries which have military-assistance agreements with the United States, 
regardless of the purpose of such assistance (military or development purposes), 

C. In general, defense support has been confined to indirect economic means of 
encouraging defense efforts. For the most part, it has not included direct dollar 
financing of military production nor the import of commodities directly for the 
use of the armed forces of a recipient country. 

Common use or direct forces support assistance, that is, the furnishing of non- 
military commodities directly to the Armed Forces, has usually been provided 
under separate authorizations or under military assistance. Or course, by the 
introduction of real resources in the country it has often produced the necessary 
local currency in the form of counterpart intended for military budget support of 
expenditures. 


III, LEGISLATIVE HISTORY OF DEFENSE SUPPORT CATEGORY 


Fiscal year 1952 


Although the defense support category of assistance was not created until fiscal 
year 1953, economic aid to Europe during the preceding year, the final year of the 
Marshall plan, was already recognized, and described in the law, as promoting a 
defense purpose. Section 101 (a) of the Mutual Security Act of 1951 authorized 
appropriations for military and economic assistance to Europe, ‘‘in order to support 
the freedom of Europe through assistance which will further the carrying out of 
the plans for defense of the North Atlantic area, while at the same time main- 
taining the economic stability of the countries of the area so that they may meet 
their responsibilities for defense, and to further encourage the economic unifica- 
tion and the political federation of Europe, * * *” 

Fiscal year 1953 

The térm “defense support” was first used in fiscal year 1953, to describe non- 
military aid to Europe. The President’s message to Congress on the mutual- 
security program for that year makes the following comment on the relationship 
between defense support and military assistance: 

‘‘* * * the Mutual Security Program for Europe is planned so that the United 
States will provide both weapons and defense support. The form of assistance— 
whether military equipment or assistance in financing imports of raw materials 
and other items where required to make possible the necessary level of European 
defense efforts—has been decided in each case on the basis of which form produces 
the most results in defensive strength at the least cost.” 

The executive branch presentation book described the purpose and effect of 
defense support as follows: 

“Lack of such resources, principally key commodities, key raw materials and 
some key equipment, is a prime limiting factor in the entire European buildup. 
Through narrowing the economic base it affects every aspect of the defense effort: 
the number of troops that can be called up, the number of planes, guns, and tanks 
that can be built, the number of airfields that can be constructed. It is proposed 
to make up the most stringent shortages of resources through United States de- 
fense support, and thus to enable the NATO countries and their allies to build up 
every aspect of their defense effort.” 

The difference between the Marshall Plan and defense support is summed up 
in a statement appearing on page 528 of the record of the hearings before the 
House Foreign Affairs Committee: 

“In both cases these goods go to increase the total level of production in the 
countries which receive them. The increased production under the Marshall 
Plan went mostly to expand civilian consumption and investment. The increased 
production under the Mutual Security Program goes mostly to expand European 
defense programs. This difference in the end result of the two programs explains 
the difference in name.” 

This relationship between defense support imports, expanded production, and 
on pages 83 through 110 of the record of hearings before the House Foreign 
Affairs Committee. The chart on page 92 shows the projected increase in gross 
national product to result from defense support assistance for fiscal year 1953 and 
the expected impact of that increase on the volume of defense expenditures. 

The charts also emphasize the impact of the defense support program on the 
morale of the people of Europe in increasing their will to defend themselves.' This 
thought was echoed by Representative Ribicoff and Representative Judd during 
the floor debates: 

“Mr. Jupp. Is it not just as much a cliché to say that we can carry on effective 
military aid while at the same time we cut out what in this bill is called defense 
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support? As the gentleman from South Carolina said, it is not enough to have 
men; they have got to have arms. Just the reverse is true also, it is not enough 
for them to have arms; they must have men who have uniforms, men who have 
food, men who have hope, men who have will to fight. These come from defense 
support, so-called. 

‘‘Mr. Risicorr. The gentleman is absolutely correct. You cannot expect 
a man to fight who does not have something in his stomach, who does not have 
hope, who is not given something to look forward to. 

“Mr. Jupp. Or some knowledge that his family is secure and that he will have 
Sw peace as a result of his efforts” (98 Congressional Record 5656, May 

1, 1952). 

The use of defense support to enable recipient countries to maintain defense 
efforts in the future without economic assistance was emphasized by Representa- 
tive Merrow: 

“By adding to the capacity of the European productive system, the time will 
come when the Continent can manufacture both for defense and for export. 
Then defense support will be unnecessary”’ (98 Congressional Record 5660). 

A number of amendments of the Mutual Security Act of 1951 made by the 
Mutual Security Act of 1952 established the defense support concept in the law. 
The House Committee on Foreign Affairs inserted a subsection (b) under sec- 
tion 2 of the act, which referred to section 101 (a) (2) of the Act—authorizing non- 
military aid to Europe—as “relating to defense support and economic assistance.” 
The “economic assistance” referred to was the assistance to be provided to Ger- 
many and Austria, which at that time had no military establishments (see below). 

Apparently in accord with this purpose Representative Vorys proposed on the 
floor of the House a series of amendments designed primarily to eliminate the 
existing authorizations in the Mutual Security Act of 1951 for economic aid to 
Europe in accordance with the Economic Cooperation Act of 1948. In its place 
nonmilitary assistance to Europe was authorized to be provided in accordance 
with section 503 of the Mutual Security Act. Subsection (a) of that section pro- 
vided that after June 30, 1952, the Director for Mutual Security shall have pri- 
mary responsibility for— 

(1) The development and administration of programs of assistance 
designed to sustain and increase military effort, including production, con- 
struction, equipment and materiel in each country or in groups of countries 
which receive United States military assistance; 

(2) The provision of such equipment, materials, commodities, services, 
financial, or other assistance as he finds to be necessary for carrying out 
mutual defense programs.” 

Section 503 (a) (3) provided for economic assistance to joint control areas, such 
as Germany, Austria, and Trieste. 

It can be seen that sections 503 (a) (1) and (2) substantially express the defense 
support concept, although they do not contain the term ‘‘defense support.” 

Under the Vorys amendment aid in the Near East and Africa and Asia and 
the Pacific regions was to be subject to the applicable provisions of section 503 
of the Mutual Security Act or of the Act for International Development. Assist- 
ance to China and Indochina as well as other countries in this area was furnished 
in fiscal year 1953 under section 503, but it was not at that time called ‘‘defense 
support.’”’ Economic assistance to China and Indochina was presented as includ- 
ing common-use assistance, sufficient imports to prevent deterioration of the 
economy, and expansion of production in order to obtain the confidence of the 
people. Although this assistance was not at that time called “defense support,” it 
was described as a program in support of defense efforts by the President’s message 
to Congress and by the reports of both the House Committee on Foreign Affairs 
(House Report No. 1922, 82d Congress, p. 54) and the Senate Committee on 
Foreign Relations (Senate Report No. 1490, 82d Congress, p. 41.) 

Fiscal year 1954 

Programs of nonmilitary assistance in China and Indochina were presented as 
‘defense support” in fiscal year 1954. The Congress recognized the application 
of the term to these programs not only in the Committee reports, but also in the 
authorization of an appropriation for the programs in section 541 of the Mutual 
Security Act of 1951, as amended, where the term ‘“‘defense support” is used. 

The content of-the China and Indochina programs as presented to Congress 
under defense support was substantially similar to the fiscal year 1953 program, 
except that it did not include common-use assistance, as explained below. The 
Mutual Security Program Estimates Book for fiscal year 1954, dated July 3, 
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1953, page III 82-83 contained the following description of the China and Indo- 
china programs: 

“In Formosa United States aid permits the import of raw materials which 
enable the Chinese to build and repair military facilities required for the main- 
tenance of troops and the defense of the island. Consumer goods are also im- 
ported in order to prevent runaway inflation, and the local currency proceeds 
from their sale is available to meet essential expenses in both direct and indirect 
support of the military. Defense support aid embraces some aspects of technical 
assistance and special economic aid to bolster more indirectly the economy and 
defense effort of the country. On Formosa for instance considerable effort has 
been expended in improving conditions in the rural areas. This is aimed both 
at insuring the loyalty of the farmers and at improving the economic position 
of the island. 

“In Indochina defense support has contributed to this improvement of trans- 
portation and communications facilities which can be used by the military and 
civilian population. Aid has also been given to large numbers of refugees thus 
permitting anti-Communist forces to concentrate on the military objectives. 
Further assistance is being provided to the defense effort by projects for the 
resettlement of civilians into more easily defended areas. Inasmuch as the war 
in Indochina is fought along political and economic as well as military lines the 
United States aid program in that country also concentrates on technical assist- 
ance projects to strengthen the local economy and encourage confidence and 
loyalty to the governments of the Associated States.” 

Common-use assistance for China, which in fiscal year 1953 has been provided 
from the economic assistance appropriation, was provided in fiscal year 1954 
from the military assistance appropriation, as pointed out on page 44 of Senate 
Report No. 403, 83d Congress. Common-use assistance for fiscal year 1954 for 
Indochina was also provided from the military assistance appropriation. 

In addition to the common-use authorizations a new section 102 was added to 
the Mutual Security Act authorizing appropriations for special defense financing 
for the manufacture of aircraft in the United Kingdom and the manufacture of 
artillery, ammunition, and semiautomatic weapons in France. The report of the 
House Committee on Foreign Affairs (H. Rept. No. 569, 83d Cong., pp. 35-36) 
states that this “arrangement differs from ordinary defense support in that the 
grant of the United States funds is tied directly to specified items of military 
equipment.” 

New authorizations were added in fiscal year 1954 to the Mutual Security Act 
as sections 206 and 302 (b) for special economic assistance in the Near East and 
Africa and in India and Pakistan. This assistance was not required to be in 
furtherance of a military objective. 

Fiscal year 1956 

A new Mutual Security Act of 1954 was enacted to take the place of the former 
Mutual Security Act of 1951. Title II of the 1954 act established a category of aid 
entitled development assistance, which was a successor to the special economic 
assistance authorized by sections 206 and 302 (b) of the Mutual Security Act of 
1951. Section 123 of the act contained a separate authorization for common-use 
assistance. 

Defense support was authorized by section 131 of the Act, and was defined in 
that section as ‘‘commodities, services, and financial and other assistance designed 
to sustain and increase military effort,” a definition which seems to combine the 
former sections 503 (a) (1) and (2) of the Mutual Security Act of 1951. Recipients 
of defense support were required to agree to a number of commitments listed in 
section 142 of the Act which were also required for military assistance. 

The executive branch definition of defense support was similar to the definition 
used in preceding years: 

“Programs within this classification are designed to support the military efforts 
of certain countries which are eligible to receive military assistance. Such support 
involves the provision of supplemental resources which a country requires if it_is 
to carry on a defense program of the size which United States policy regards as 
necessary. 

“The policy reason for mutual defense support programs is the attainment*of 
military objectives rather than the extension of any economic benefits which may 
also incidentally accrue to the recipient nation’’ (Presentation Book on fiscal year 
1955 Mutual Security Program, p. II-31). 

Three countries which were eligible to receive military assistance, i. e., Iran, 
Pakistan, and the Philippines, were presented by the executive branch under 
development assistance rather than defense support. During the course of the 
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presentation, however, Representative Vorys of the House Foreign Affairs Com- 
mittee proposed that development assistance be placed on a loan basis. In a 
statement entitled ‘‘Explanation by Mr. Vorys of Proposal on Development Assist- 
ance,” dated June 17, 1954, it is stated ‘“Development assistance for Pakistan and 
the Philippines would be placed under defense support.’’ Mr. Vorys’ suggestions 
were adopted by the House Committee on Foreign Affairs and eventually by the 
Congress, although the loan requirement for development assistance was reduced 
to 30 percent. 

The shift of Pakistan and the Philippines to defense support did not prevent 
recognition of the development nature of the programs in those countries. For 
example, the Report of the Senate Committee on Foreign Relations on the Mutual 
Security Act of 1954 states ‘‘The program of defense support to Pakistan is in 
reality a program of development assistance.”’ In connection with the Philippines 
the report states ‘‘The defense support program, which is in reality development 
assistance * * *”’ (See S. Rept. No. 1799, July 13, 1954, p. 36 and p. 50.) 

The executive branch commented on the House committee’s action in shifting 
Pakistan and the Philippines to defense support as follows: 

“The executive branch fund requests under paragraphs (2) and (3) were in- 
creased by the House committee by the addition of amounts requested for develop- 
ment assistance to Pakistan and the Philippines. Although these nations will 
receive military assistance in fiscal year 1955, the economic programs for them are 
not primarily ‘designed to sustain and increase military effort’. Consequently, if 
the Congress does not wish to reintroduce an unnecessary amount of ‘misbranding,’ 
the programs and funds for these countries should be returned to title II, ‘develop- 
ment assistance.’ It might be added that the economic program for Iran was left 
in title II by the House committee, although it too will receive military aid in fiscal 
year 1955 (Committee print entitled ‘‘Section-by-Section Analysis of H. R. 9678 
With Additional Comments by the Executive Branch,” dated June 28, 1954, p. 11).”’ 

By its action in shifting Pakistan and the Philippines to defense support the 
Congress made it clear that it preferred not to mix defense support and develop- 
ment assistance in the same country since such a practice would result in arbitrary 
fragmentation of the country program. All economic aid (other than technical 
assistance) to a defense support country therefore should be provided under defense 
support, regardless of purpose. 

This placing of development assistance programs under defense support caused 
the Congress to adopt a broader concept of defense support based upon eligibility 
to receive military assistance rather than upon the purpose of the economic 
assistance to be provided. The new concept is described in a statement on the 
markup of the Mutual Security Act of 1954 by Representative Chiperfield, 
chairman of the Committee on Foreign Affairs, dated June 23, 1954. The state- 
ment, after pointing out that the committee had shifted part of the executive 
branch recommendations for development assistance in the Near East and Far 
East to defense support for those areas, contains the following description of the 
two categories: 

“The bill divides the recipients of United States aid into two broad categories. 
The first, which is the group to which the largest portion of the funds authorized 
will go, includes nations undertaking defense programs. They are either allied 
with the United States in regional defense efforts or have entered into agreements 
with us that they will cooperate in using the assistance which we supply. The 
other category includes nations receiving technical assistance and development 
assistance. These nations are not required to commit themselves to cooperate 
with the United States. Assistance is made available in smaller amounts to 
such nations. We recognize that many of them which have newly attained their 
independence fear foreign domination and would be reluctant to enter into formal 
agreements with us. Nevertheless, it is in our interests to show such nations 
that we are their friends and are desirous of helping them in order that they may 
continue to maintain their independence and not become victims of Soviet 
subversion.” 

Fiscal year 1956 

The broader concept of defense support was formulated by the executive 
branch in the presentation book (vol. I, sec. II, p. 5) of the Mutual Security 
Program for Fiscal Year 1956, as follows: 

“Programs within this classification are designed to support the military efforts 
of certain countries which are receiving military assistance. Such support in- 
volves the provision of general supplemental resources which a recipient country 
requires if its economy is to support a defense program of the size which United 
States policy regards as necessary and if, at the same time, it is to maintain or 
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attain that minimum level of economic strength or growth which is consistent 
with the United States national interest. 

“The primary policy reason for defense support programs is the attainment of 
military objectives rather than the extension of any economic benefits which may 
also accrue to the recipient nations. However, where a defense support program 
is required in a country for this policy reason, other nonmilitary assistance which 
is essential from the standpoint of United States national interest may also be 
grouped under the heading of ‘Defense Support.’ This latter practice follows 
the previously expressed congressional preference for classifying all assistance for 
a country which is receiving military aid (except military aid, direct forces sup- 
port and technical cooperation) as ‘defense support.’ This practice avoids an 
unrealistic fragmentation into several unnatural compartments of a total inte- 
grated assistance program which is not logically divisible.” 

Tran was shifted to defense support in accordance with the new concept. The 
common-use authorization of section 123 was succeeded in fiscal year 1956 by the 
direct forces support authorization of section 124. 


Fiscal year 1957 


In fiscal year 1956 the House Foreign Affairs Committee shifted the Latin 
American region from development assistance to the defense support category. 
The reason given was stated in the committee report as follows: ‘‘Latin American 
countries in the past have been included under development assistance although 
their commitments to the defense of the hemisphere against communism puts 
them in a different class. The committee has placed such Latin American assis- 
tance under ‘Defense Support’ in Title I’’ (H. Rept. No. 2213, 84th Cong., p. 16). 
Because of their commitment to the defense of the hemisphere the Latin Ameri- 
can countries were exempted from the requirements of sections 141 and 142 of 
the act for eligibility for defense programs. As some of the Latin American coun- 
tries to which defense support was to be provided were not receiving military 
assistance, section 131 was amended to provide that defense support funds for 
Latin America could be used to sustain and increase military effort or political or 
economic stability. 

As to the general definition of defense support, the report of the House Com- 
mittee on Foreign Affairs on the Mutual Security Act of 1956 contains the follow- 
ing comment on the relationship of defense support to military objectives: 

“Except in the case of Latin America, as noted below, defense support is eco- 
nomic assistance supplied to countries receiving direct military assistance from the 
United States which are financing military programs too large for their own re- 
sources to support. These nations could not devote as large a proportion of their 
manpower to military service, of their industry to the production of arms and 
military equipment, and of their budgets to defense as they are doing if the United 
States did not help finance some of their imports. Defense support is not directed 
necessarily to the defense industries of the recipient nation. The objective is to 
relieve the country of a portion of its economic burden so that it can carry a heavier 
military load” (H. Rept. No. 2213, 84th Cong., p. 14). 

In fiscal year 1957, the separate direct forces support category was eliminated, 
and that type of assistance thereafter was included in military assistance. 


Fiscal year 1958 


The executive branch proposed a new definition of defense support, essentially 
to revive the close association between this type of economic assistance and 
military effort. The definition, as presented in the presentation volume entitled 
‘Mutual Security Program—Worldwide Summary Statements,” page 31, was 
stated as follows: 

“Defense support to any country is that economic assistance which is required 
in addition to any necessary military assistance (including what was once called 
‘direct forces support’), to make possible, or otherwise to secure, some specific 
contribution by the country to the common defense.”’ 

That the distinguishing characteristic of this type of assistance is its military 
purpose rather than the form in which the assistance is provided is indicated by 
such statements as the following, printed on page 68 of the record of the hearings 
of the Senate Foreign Relations Committee on the Mutual Security Act of 1957, 
referring to the benefits to the American people to be secured by the inclusion 
of defense support in the national defense budget: 

“They would be able to see that defense support is just that economic help 
which is necessary to enable a country to support the enlarged forces we and it 
agree it should have. They would be able to find in the defense budget all the 
funds which go for a military purpose, even though some of them take the form 
of budget support, construction of harbors, highways, and other projects essential 
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to the purpose of maintaining the economy despite the burden of the increased 
Military Establishment.” 


JANUARY 27, 1958. 


Mrs. Ketiy. According to that map, does Saudi Arabia receive 
military support? 

Mr. Outy. We are selling Saudi Arabia military equipment on a 
credit basis. The precise character of that credit arrangement, I 
would have to get a military witness to tell you. The only grant 
assistance proposed for Saudi Arabia is in the form of certain training 
of Saudi Arabian military personnel. 

Mrs. Ketiy. In the agreement with Saudi Arabia, it does not per- 
mit our soldiers being quartered there; is that not correct? 

[Security deletion.] 

Acting Chairman Morean. A certain number and a certain kind? 

Mr. Onty. Yes. 

Mrs. Keiiy. And we have no firm commitment to use the airfields 
in time of war? 

[Security deletion.] 

Mrs. Ketiy. I would like to know. 

(The information requested is as follows:) 


Unitep Sratres Ricuts at DHAHRAN AIRFIELD 


The United States has, under an agreement, sign 1 June 18, 1951, and renewed 
April 2, 1957, rights to transit aircraft of the military transport service and to 
station United States Air Force personnel to service and maintain the MATS 
operation. The field also serves as an important transport center for the supply 
of United States Government installations throughout the Middle East. It is 
the only airfield at which United States military personnel are stationed and transit 
rights of this type issued between Libya and the Philippine Islands. It has cer- 
tain additional auxiliary functions as the focal point for protection service for the 
more than 10,000 American citizens who reside within a 5-mile radius of Dhahran 
and as quarters for United States military personnel engaged in advisory services 
to the Saudi Arabian Government. It is an important symbol of cooperation with 
Saudi Arabia. The rights available to the United States are held in aecordance 
with the terms of the published agreement and are not circumscribed in any other 
way. 

Mr. Zasuocki. Mr. Ohly has tried to explain the definitions of the 
various classifications of defense support. 

On the chart are two other classifications, ‘‘special assistance,” and 
“contingency fund.” I would like to know what is the marked 
difference between the special assistance and the contingency fund. 

In the book before us and even under the defense support, certain 
programs which were included in defense support under fiscal 1958 
are now under special assistance. 

It seems to me that all of these are dovetailed or can be—well, there 
is an intervening or overlapping of the various assistance programs, 
but could we have something on the relative difference, the real differ- 
ence between the special assistance and contingency fund and why are 
they not lumped together? 

Mrs. Ketiy. Mr. Chairman, are we going into that today? 

How long are we going to continue this hearing? 

Acting Chairman Moraan. We are going to continue with Mr. Bell 
after we finish with Mr. Ohly. 

Mrs. Ketty. I think there are a lot of questions under the remain- 
ing two categories. I would like to question on those. 

When are we going to adjourn? 

Mr. Farsstetn. I move we adjourn, Mr. Chairman. 
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Mr. Aparr. Mr. Chairman, some of us are going to the dinner 
tonight. 

Mr. Farsstein. I have not looked at anything in my office. 

Acting Chairman Morean. Mr. Crawford, can we make arrange- 
ments to have Mr. Ohly and Mr. Bell.back here? 

Mr. Crawrorp. Asit stands now, we have an open session scheduled 
at 10:30 tomorrow morning, Mr. Dillon and Mr. Dempster McIntosh, 
who are to speak on the Development Loan Fund, and 7 r. Dillon also 
will be available to answer questions on the Battle Act: ; 2:30 tomorrow 
afternoon we have scheduled the Honorable Walter S. Robertson and 
others on the Far East aspects of the program. 

Mrs. Bouton. One session is hardly enough for this question. 

Mr. Aparr. Mr. Chairman, I notice on Thursday at 2:30 our 
former colleague, Mr. Dodd, is the only one scheduled. 

Mr. Crawrorp. No, sir, at 3 we have something else. 

Mr. Aparr. I stopped reading too soon. 

I share Mrs. Kelly’s feeling. I would like to go into some of these 
other matters in some detail. 

Mr. Zasiocki. Mr. Chairman, since the explanation of defense 
support is so fresh in our minds, would Mr. Ohly briefly state the 
difference between special assistance and contingency fund? 

Mr. Farpsstein. This can go on for at least an hour or an hour and 
a half. 

Acting Chairman Morean. Let us get our schedule straightened 
out before we proceed. 

Mr. Ohly, would you be available at any time at the committee’s 
call? 

Mr. Outy. Mr. Bell and I will be available at the committee’s call 
to go right on. 

Acting Chairman Morean. If we could rearrange tomorrow morn- 
ing’s schedule, we could have Mr. Bell and Mr. Ohly back tomorrow 
at 10:30, tomorrow morning. 

Mrs. Botron. Could we not do it at 10 o’clock? 

Acting Chairman Morgan. We cannot get the members over here 
at 10 o’clock. 

Mr. Jupp. I have to have some time in my office after I work here 
all day until 5 o’clock in the afternoon. 

Mr. Ounty. Just let me outline what I propose to do to see if this is 
what you would like. 

I am trying to give the committee a general background on the 
subject of ‘aid. categories. I therefore propose, as Mr. “Zabloc ki sug- 
gests, to spend some time on the category of aid known as special 
assistance—to describe its concept and to explain how it is different 
from defense support. 

I propose to indicate the differences between the contingency fund 
and special assistance, and the reasons why we believe that $: 200 million 
is necessary for the contingency fund. Then Mr. Bell would take up 
this very important matter of demonstrating that the process of de- 
termining aid levels is a rational, orderly process. 

Mr. Zastocki. Mr. Ohly, you have not concluded your testimony? 

Mr. Outy. I was planning to go on and cover the very points in 
which I think you are interested, Mr. Zablocki. 

Acting Chairman Morean. We will adjourn until 10:30 tomorrow 
morning, when we will again hear Mr. Ohly and Mr. Bell. 

(Whereupon, at 5 p. m., the committee adjourned, to reconvene at 
10:30 a. m., Wednesday, March 5, 1958.) 
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